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LETTER TO OUR SHAREHOLDERS

Dear Fellow Shareholders:

in 2002, Raindance exceeded its financial goals established a year ago, and
ended the year with a profitable quarter despite the continued trend of
economic challenges facing American companies. Soft business spending
affected everyone, including Raindance and its customers. However, in the
face of this economic uncertainty, Raindance kept its course in 2002 and we

are very pleased with our accomplishments.

As a result of increasing efficiencies, Raindance grew revenues 54% while also
/ d

improving gross margin 13-percentage points year over year. Our performance

reflects the growing demand for cur services and an increasing awareness

among savvy business people of the cost savings and efficiencies associated

with conferencing.

/_\ 2002 HIGHLIGHTS
YEARLY REVENUE

“ in millians o Raindance's annual revenue grew 54% to $60.7 million in 2002
50 ( . from $39.4 million in 2001.

:: ' O ( } o We achieved net income in the fourth quarter of $550,000, with

a net loss of $3.4 million for the year, versus a net loss of $52.7

million in 2001 (including $26.5 million of goodwill amortization).

2001

2000 2002

o Our balance sheet remained strong with over $31 million in cash,

which included $7.2 million in positive cash flow from operations

for the year.

o Gross margin improved to 56% in 2002 from 43% in 2001.

¢ Raindance once again proved to be an industry leader in produc-

tivity, operating at levels of up to twice that of our competitors

with respect to annual revenue per employee.
2000

2001

o We proved our ability to efficiently absorb large new customer

volume, making Raindance the preferred choice for large carriers.
CONFERENCING MINUTES

in millions




Our strong year-over-year financial performance

demonstrates the growing popularity of our services and
our capacity for managing the business with precision.
But we're not satisfied with just having a "profitable"
business. The challenge now is to grow the business
while sustaining profitability. The next chapter in our
company's history will be determined by our ability to
respond to a rapidly changing marketplace and invest

in our future.

2003 is a pivotal year for Raindance — a year for
seizing' opportunity and a year for expansion. We've
already turned the corner into 2003 by making some
decisive moves for our future growth, and we intend to
emerge from this challenging environment in an even

stronger position.

In 2003, we will aggressively pursue our technology
development strategies to position us at the nexus of
the conferencing industry. Businesses continue to validate
this vision by demanding truly integrated conferencing
tools. With this backdrop, we plan to bolster our
competitive advantages and build upon the hallmark of
our offering — an integrated audio and web confer-
encing platform — with substantial marketing and
development resources. With the anticipated release of
our next-generation service, code-named K2, we will

take conferencing to a whole new level.

The year ahead certainly will not be without its trials for
businesses both large and small, but Raindance is
committed to building upon its recent successes. In
order to seize the vast opportunities before us, we will
address certain challenges. We plan to organize our
business to tackle both pricing pressure and changing

revenue models. Additionally, we will continue the same

financial discipline that led to an incredibly efficient
operational framework while accelerating our revenue
growth. We enter 2003 with a cautious optimism as
well as a determination to build a company that we
expect to be a major force in enterprise communications.

We have every intention to rise to the challenge.

I'd like to thank our customers, distribution partners,
investors and employees. We attribute our success to
your confidence in the business, the dedication and
expertise of those developing and delivering our services
and your ongoing commitment to our vision of the
future. Raindance remains focused on the opportunity

ahead and we appreciate your continued support.

Sincerely,

Paul A. Berberian
Chairman, CEO and President




NEXT-GENERATION SERVICES

REDEFINING REMOTE MEETINGS

In 2002, Raindance set out to redefine the remote meeting experience as it
currently exists. Today, online meetings are conducted more like lectures as a
result of web conferencing solutions that limit interaction and require people to
adapt their behaviors to the technology. Raindance's product mission is based
upon our belief that more business meetings happen as informal exchanges
where everyone's opinion counts. Applying this higher order of thinking to web
conferencing solutions, Raindance created its new multimedia architecture
and next-generation service, code-named K2. Just like life, K2 replicates the
way business people interact in meetings whether face-to-face, over the phone

or online.

To create a platform that allows users to focus on their meetings, not the

technology, Raindance's development team conceived a powerful solution that
seamlessly integrates audio, web and video conferencing technolo-
A gies with popular desktop applications. Backed by a network

with a flexible architecture, K2 also satisfies nearly all of the

True desktop integration requirements of the in-house IT specialist. Whether

] . concerned with performance optimization, Internet
Single technology solution
security or capital expenditures for on-site equipment,
No reliance on partners

. K2's distributed network can be customized to enhance
or outsourcing

existing enterprise communication infrastructures.

Equal emphasis on qudio,
web and video

Customers can choose to install and manage one or
many components of the service on location or for those
customers that prefer a complete end-to-end solution,
Raindance can provide a fully managed ASP solution. With K2,

Raindance customers can leverage a solution that truly suits their business

communication needs all across the spectrum — from the user to the platform.




TECHNOLOGY

Enhanced Network Model

° Flexibility in deployment

° Enhanced meeting performance
o Secure meetings and content

° Service reliability K2 is designed

o Custom branding and to improve four

formatting options key aspects of
o Better management of
every remote
corporate content
i meeting — plan-

° Ability to convert to multiple
ning, accessing,

languages for international
participants conducting and
managing the account.
These four areas define the ideal
meeting experience and play a key role in an enterprise's
decision to adopt communication technology for everyday
use. Simple-to-use, feature-rich conferencing services are
the key to accelerating adoption. Our unique emphasis on
the entire meeting experience is a powerful alternative to

other solutions that only address fundamental concerns

with information sharing.

"Businesses are recognizing more and more
the value of conferencing tools and the
need to choose the right conferencing solu-
tions provider to maximize productivity and
collaboration across the enterprise. Vendors
like Raindance with broad experience in
both audio and web conferencing can give
customers the benefits of an integrated
solution and provide a user experience that

is as familiar as picking up the phone.”
Rozer: Mohovwald,

- " T

Recenrch Managor, 1DC

"Web conferencing is quickly moving from
renegade adoption by individual departments
to a formal IT-blessed solution across the
enterprise. While the initial departmental use
was all about immediate cost savings and
convenience, enterprises cre being driven by
the promise of increased productivity
achieved through integration of conferencing
directly into the work flow, and by concerns
over security and control. Simultaneously, the
power of PC endpoints and the quality of IP
networks have both evolved to the point
where video and audio over IP can now add
tremendous value. K2's flexible hosting archi-
tecture effectively addresses IT's concerns
while its audio and video integration will
enable Raindance to deliver a true rich media

conferencing experience at the desktop.
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/ COMPANY PROFILE ]

Refndence combines everyday communication tools — the
and computer — through our propretary Infrastruciure to make
meetings end events preductive. Ralndenes's integrated
conterencing services support vardous mesting and sizes from
@ simple, reservationless audio econferencs o company-wids onling

trefning inftiatives.

Ralndance’s flexdble service offerings enable customers to choose
the dght selution to meet thelr specific needs. By using @ single
vender for audie and web conferencing, custermers take

...advantage of ene phene number, one access D, one technical

support team and ene Bill,

Reindance's services have been selected by meore than 3,000
corporate customers use the technology to more effectively
communicate with colleagues, vendors, customers and PORNErs
around the werld.
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PART I

”» 2 4 ”

Unless the context requires otherwise, references in this report to “Raindance,” the "Company,” “we,” “us,” and
“our” refer to Raindance Communications, Inc.

This Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, including without
limitation, statements regarding our strategies, future financial performance, and future operations that involve risks
and uncertainties. These forward-looking statements include, but are not limited to, statements regarding the extent
and timing of future revenues and expenses and customer demand, statements regarding the deployment of our
products, and statements regarding reliance on third parties. In some cases, these statements may be identified by
terminology such as “may,” “will,” “should” “believes,” ‘“anticipates,” ‘“expects,” ‘plans,” ‘“intends,
“estimates,” “predicts,” “potential”’ and words of similar import. Our actual results may differ significantly from the
results discussed in the forward-looking statements. Factors that might cause such a difference include, but are not
limited to, those discussed in this section and in the sections entitled “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and “Additional Risk Factors that May Affect Our Operating Results
and The Market Price of Our Common Stock.” All forward-looking statements included in this Report are based on
information available to us as of the date hereof and we undertake no obligation to revise any forward-looking
Statements in order to reflect any subsequent events or circumstances. Readers are urged to carefully review and
consider the various disclosures made in this veport and in our other veports filed with the SEC that attempt to advise
interested parties of certain risks and factors that may affect our business.

s ] »”

Our reports are available free of charge through our website as soon as reasonably practicable after we
file them with, or furnish them to, the SEC. QOur website address is www.raindance.com. Once at
www.raindance.com, go to About Us/Investors/SEC Filings and Financials.

Raindance and Raindance Communications are registered trademarks owned by us. We also refer to trademarks of
other corporations and organizations in this document.

ITEM 1. BUSINESS
Overview

We provide simple, reliable and cost-effective tools for remote meetings and events. Our business-to-
business communication services are based on proprietary architecture that integrates traditional telephony
technology with real-time interactive web tools. From a simple audio conference call to a fully collaborative online
event, our customers can choose the best solution to meet their communication needs. With our services, users
initiate, control and monitor live and recorded one-to-one, one-to-many and many-to-many communication events
including everyday business meetings, sales presentations, employee training sessions and product demonstrations
using only a telephone and a standard web browser. We sell these services to large and medium-sized corporations
in diverse vertical markets as well as to resellers of conferencing and communications services through our direct
and indirect sales forces. Our business model is largely usage-based, which generally means that our customers only
pay for the services that they use. We also offer our customers monthly subscription rates based on a fixed number
of concurrent users. In addition, through our distribution partners, we may also offer our services on a software
license basis. We operate as a single business segment.

We were incorporated in Delaware in April 1997. We first recorded revenue in 1998 and have incurred net
losses every year since inception. In the fourth quarter of 2002, we achieved quarterly net income for the first time.
We began offering our Web and Phone Conferencing service in April 1999 and our Web Conferencing Pro service
upon our acquisition of Contigo Software, Inc. in June 2000. Our principal executive offices are located at 1157
Century Drive, Louisville, Colorado 80027.

Remote Meeting Solutions
Our integrated web and audio conferencing services support various meeting types and sizes from a simple,

reservationless audio conference to company-wide online training initiatives. These flexible service offerings enable
businesses to choose the right solution to meet their specific needs.




Our remote meeting services offer the following benefits:

Integrated Web and Audio Functions. For everyday conference calls, meeting moderators can use their
personal conference ID to begin a phone conference at anytime without a reservation or an operator. To
add another layer of interaction and group collaboration, moderators use the same ID to begin a web
conference with interactive features to share rich visual content and encourage participation. We provide
customers simple and convenient remote communications solutions with access to audio and web
conferencing with one telephone access number, one user ID, one technical support team and one billing
solution.

Reliability and Security. We designed our facilities and infrastructure to provide the scalability and
reliability required to meet the critical communication needs of our customers. We incorporate
telecommunications-grade reliability standards into our communication technologies and design our
infrastructure to accommodate more participants and usage than we expect. We monitor servers in our data
center with redundant network connections. In addition to offering our services in a secure socket layer, or
SSL, environment with 128-bit encryption, we provide a robust firewall configuration that offers layered
protection for customer data. Meeting moderators have the ability to further ensure and monitor the
security of their meetings using several layers of security, including PIN codes, audio tones that signal
when a participant enters or exits, conference lock to prevent additional participants from joining a
confererce, a participant count feature and unique security codes created by the meeting moderator.

Flexible Pricing. Depending on the customer’s communication needs and selected remote meeting
solution, we offer a variety of pricing models to accommodate estimated service usage as well as the
customer’s preferred method of payment. A large portion of our services are usage-based, which generally
means that our customers pay on a per-minute, per-participant basis. In addition, we also offer our
customers monthly subscription rates based on a fixed number of concurrent users. For our distribution
partners, we may provide our services through software licenses.

We offer several levels of service depending on the customer’s needs. All of our services can be used together or
separately to create the ideal remote meeting solution for each customer.

Our services include the following:

Web Conferencing Pro. Our Web Conferencing Pro service, available in either Meeting or Seminar version,
is a feature-rich web conferencing tool that allows sales, marketing and training professionals to conduct meetings
and events online with both internal and external participants. Web Conferencing Pro requires no downloads or
plug-ins for meeting participants, allows customers to customize the interface with their colors and logo and offers a
single, integrated interface enabling meeting moderators to control both the phone and web functions.

Web Meeting. Using the Meeting version of our Web Conferencing Pro service, Meeting
moderators can choose to share a variety of visuals online including collectively viewing and editing
desktop applications, displaying slide presentations, conceptualizing on a shared whiteboard and leading a
web tour. In addition, moderators can take advantage of features that keep participants engaged and
encourage interactivity, such as annotation tools, text chat and polling.

Web Seminar. Our Web Conferencing Pro Seminar version builds upon the features of the
Meeting version with added automated management tools to manage large or recurring online events. Web
Seminar allows event organizers, such as training or HR managers, to post meeting schedules, manage
participant registration and set automatic email reminders prior to the event. In addition, Web Seminar
includes additional features to manage interaction with large groups, such as our online Q&A feature.

Web and Phone Conferencing. Our reservationless conferencing service, called Web and Phone
Conferencing, combines the reliability and universal availability of traditional audio conferencing services with
basic web presentations and controls. Using their dedicated toll-free number and unique conference ID number and
PIN, meeting moderators can begin a conference at any time with up to 125 participants from the phone or the web,
without prior reservations or operator assistance. By leveraging our basic web presentations and controls,
moderators also have the ability to share a visual presentation, extend the reach of their conference by streaming
audio and synchronized slide presentations over the web and leverage a suite of conference controls.



Operator-Assisted Conferencing. Qur Operator-Assisted Conferencing service provides a higher level of
personalized operator support as well as unique features for conferences and events that need special attention. This
service allows meeting moderators to contact an operator to schedule a conference call, select the appropriate
features for their event and provide event management support. Operator-Assisted Conferencing provides features
such as an operator-led question and answer session with meeting participants, call taping for later replay and fax
services enabling moderators to distribute additional printed materials before or after the conference. Operator-
Assisted Conferencing can be used in conjunction with Web Conferencing Pro Meeting or Seminar to support
events with up to 2500 participants.

Unlimited Conferencing. Raindance’s Unlimited Conferencing service provides small and medium-sized
businesses a convenient way to conduct audio and web conferences with a predictable, low price. OQur fully
automated, flat-rate conferencing service allows meeting moderators to use their unique conference ID and PIN to
conference as often as they choose, all billed at one fixed cost. With unlimited conferencing, moderators and
participants dial into the conference using their dedicated local exchange toll call number. Similar to Raindance Web
and Phone Conferencing, Unlimited Conferencing requires no reservations to initiate a conference with as many
participants as the moderator’s account allows. Unlimited Conferencing also includes phone and web commands to
comntrol the conference and integrated web functions to share a presentation, conduct Q&A and view online reports.
This is a new service that became available in the first quarter of 2003.

Future Service Offerings

In 2003, we expect to launch our next-generation services and network. Built on multimedia architecture
that integrates audio, web and video technologies, our next-generation service will be available in a limited customer
preview at the beginning of the second quarter of 2003, with general availability in the second half of 2003.

In addition, we intend to continue leveraging the infrastructure, technologies, and proprietary systems that
we have developed for our existing services to facilitate the rapid deployment of service enhancements and future
business communication services.

Customers

- We have a diverse base of customers across numerous vertical markets, such as computer software,
business services, manufacturing and financial services. As of December 31, 2002, we had 2,986 revenue generating
customers. In 2002, direct customers accounted for 86% of our revenue. In addition, we partner with resellers, such
as conferencing and communications providers, to leverage their large and established customer bases. Some of our
distribution partners also use our services internally. In 2002, we generated 14% of our revenue from these
relationships. For the year ended December 31, 2002, we recorded sales to Qwest Communications International,
Inc. totaling 14.3% of total revenue.

Additionally, our results typically fluctuate based on seasonal sales patterns. Our operating results have shown
decreases in our usage-based services around the spring, summer, Thanksgiving, December and New Year holidays.
We expect that our revenue during these seasons will not grow at the same rates as compared to other periods of the
year because of decreased use of our services by business customers.

Technology

We have invested substantial human and capital resources to develop proprietary systems and applications
that integrate disparate telephony and Internet communication technologies. Our layered approach to building
applications allows us to effectively leverage our existing infrastructure, technologies and proprietary systems to
accommodate changes in the marketplace. We believe this gives us a competitive advantage by allowing us to
quickly and reliably develop new services and enhance our existing services based on evolving market needs. We
believe that our technological resources give us the following benefits:

o the ability to identify new and enhance existing web conferencing services;

o the ability to build integrated applications by combining traditional telephony and Internet communication
technologies; and




o the ability to build a reliable and scalable communication infrastructure.
The technologies that support our business fall into four areas described below:

Data Infrastructure. Our data infrastructure provides Internet connectivity between our end customers and
our automated services. We run a multi-home network infrastructure and operate our own private networks between
our on-premises data center and leased data centers. Cur entire data infrastructure is redundant with network cores
consisting of some of the industry’s most advanced gigabit technology. All data circuits are delivered over multiple
local loop providers and travel to our data facilities over disparate paths. Critical choke-points in our data
architecture are load balanced. With the architecture design we currently have in place, we have maintained
constant service availability at the data layer for our customers’ connectivity. Currently we provide over 450 Mbits
of data layer connectivity to our customers over three separate Internet backbones.

Voice Infrastructure. Our voice infrastructure provides the telephony connectivity to our customers that is
required for the audio conferencing aspects of our services. Our voice infrastructure consists mainly of dynamically
routed SS7 call processing systems that integrate closely with our network providers. These logical layer
connections are made over diverse local loop fiber routes and connect to geographically disparate switching fabrics.
Currently we have over 400 T1 voice circuits in production from two service providers. We have developed
proprictary schemes and methodologies to provide higher uptime statistics than systems utilizing single network
architectures.

Application Infrastructure.  Qur application infrastructure is developed in-house and represents a
substantial portion of our intellectual property and a considerable competitive advantage. Our ability to offer our
customers integrated audio and web functionality is a hallmark of our proprietary layering methodology. This
functionality provides us an advantage over competitors with less integrated offerings. Our application
infrastructure is largely Java based and is highly redundant and scalable.

Business Infrastructure. We operate a largely custom and proprietary business infrastructure layer that
consists of custon real-time billing and rating engines. These functions enable us to provide our customers with
critical business information and tools. Cur architecture is designed to allow us to use information from each of the
other infrastructure layers described above, and as a result, we can provide current billing information for virtually
any type of communication action that is enabled by our platform. The business infrastructure layer uses Oracle 9i
for all storage and runs on multiple redundant and host standby servers. Our business layer also allows us to adapt
to changing requirements as next generation services mature.

Research and Development

Our research and development efforts are currently focused on improving the functionality and
performance of our existing services, as well as developing new services and enhancements to meet the changing
needs of our diverse customer base.

We devote a substantial portion of our resources to developing new services and features, enhancing
existing services, expanding and improving the Internet and telephony technologies we use and strengthening our
technological expertise. We believe our success will depend, in part, on our ability to develop and introduce new
services and enhancements to our existing services. We have made, and expect to continue to make, significant
investments in research and development.

We expensed approximately $8.0 million, $5.7 million and $7.6 million related to research and
development activities in the years ended December 31, 2000, 2001 and 2002, respectively. As of March 17, 2003,
we had a total of 46 full-time engineers and developers engaged in research and development activities. We intend
to devote substantial resources to research and development for the next several years.

Sales and Marketing

Sales. 'We currently sell our services through a direct sales force and indirect sales channels. As of
March 17, 2003, we had 121 full-time employees engaged in sales and marketing. The following segments outline
our direct and indirect sales initiatives:




o Direct Sales Force. Our direct sales force targets our services primarily to medium-sized corporations with a
proven need for business communication services in diverse vertical markets, such as computer software,
business services, manufacturing and financial services. A significant percentage of our direct sales force
compensation is commission based.

o Strategic Sales Force. Our strategic sales force focuses on primarily large corporations, such as
telecommunications carriers and large corporations with extensive distribution channels or usage needs for
remote communication services.

o Indirect Sales Force. Our indirect sales initiatives allow us to extend our reach to businesses of all sizes by
developing alternative distribution channels. The efforts of our indirect sales group focus on partnering with
resellers, such as conferencing and communications providers, to leverage their large and established customer
bases. We private label or co-brand our services for these partners depending on their requirements.

Marketing. We primarily focus our marketing efforts on aggressive direct marketing programs aimed at
our target customers. We seek to generate qualified leads for our sales team, educate and retain existing customers,
generate brand awareness through proactive public relations and drive service enhancements using research and
customer feedback.

Customer Service

We offer customer support and operator assistance 24 hours a day, seven days a week, free of charge, to
our customers. Technical and customer support is available through a toll-free telephone number and email request
system. In addition, our users can request operator help during a conference directly from their computer or on their
telephone. We also offer substantial self-serve information databases in the form of frequently asked questions, and
user and quick reference guides hosted on our web site. As of March 17, 2003, we employed 30 full-time technical
and customer support representatives to respond to customer requests for support.

The vast majority of our requests for customer support are based on general product functionality and basic
technical assistance, such as browser setting adjustments. The majority of our customer inquiries can be addressed
during an operations technician’s initial contact with the customer. If the issue cannot be resolved immediately, it
will be escalated to our Level II support team. If further help is required the issue will be immediately transferred to
our Level III support team. Once the issue is identified and a timeline for a resolution is determined, the associated
operations account manager will contact the customer with the resolution plan. Additionally, all customer incidents
are tracked within our database for future reference and technical pattern analysis.

Competitien

The market for web conferencing services is relatively new, rapidly evolving and intensely competitive. As
the market for these services evolves, more companies are expected to enter this market and invest significant
resources to develop services that compete with ours. As a result, we expect that competition will continue to
intensify and may result in price reductions, reduced sales and margins, loss of market share and reduced acceptance
of our services.

We believe that the primary competitive factors in the web conferencing services market include:
e ease of use of services and breadth of features;
o quality and reliability of communication services;
e  pricing;
o quality of customer service;

e brand identity;

o  compatibility with new and existing communication formats;




access to and penetration of distribution channels necessary to achieve broad distribution;
ability to develop and support secure formats for communication delivery;
scalability of communication services; and

challenges caused by bandwidth constraints and other limitations of the Internet infrastructure.

Although we believe our services currently compete favorably with respect to these factors, our failure to
adequately address any of the above factors could harm our competitive position.

We are a premier provider of integrated web and audio conferencing services. As such, we compete with
stand-alone providers of traditional teleconferencing and web conferencing services. Some of our current
competitors have entered and expanded, and other competitors or potential competitors may enter or expand their
positions in the web conferencing services market by acquiring one of our competitors, by forming strategic
alliances with these competitors or by developing an integrated offering of services. For example, Microsoft recently
announced its intention to acquire Placeware, a private company offering web conferencing services. In addition,
some large software providers, such as Oracle and IBM, have announced their intention to provide web
conferencing services in addition to their software offerings. These companies have large and established customer
bases, substantial financial resources and established distribution channels that could significantly harm our ability
to compete.

In the traditional teleconferencing market, our principal competitors include AT&T, Global Crossing, MCI
WorldCom and Sprint. These companies currently offer teleconferencing services as part of a bundled
telecommunications offering, which may include video and data conferencing services and other web conferencing
services. We also compete with traditional operator-assisted conferencing providers, such as Conference Plus,
Genesys, Intercall and Premier Conferencing. In addition, we compete with resellers of these services. In the web
conferencing services market our principal competitors include Centra Software, Microsoft/Placeware and WebEx.
Some of these competitors offer web conferencing services and software with a broader set of features than we
currently offer and may integrate teleconferencing services into their web conferencing offerings. We also compete
with resellers of web conferencing services. There are also a number of private companies, such as distance-learning
companies, that have entered or may enter the web conferencing services market.

Intellectual Property

The success of our business is substantially dependent on the proprietary systems that we have developed.
Currently, we have three issued patents. These patents relate to the collaborative web touring feature and the record
and playback functionality of our Web Conferencing Pro service. We have two pending patent applications covering
additional aspects of our Web Conferencing Pro service. We also have a patent application on file that relates to
certain aspects of our Web and Phone Conferencing service. In addition, we recently filed four provisional patent
applications covering aspects of our next-generation web conferencing network infrastructure and service. Cur
current and future patent applications may fail to result in any patents being issued. If they are issued, any patent
claims allowed may not be sufficient enough to protect our technology. In addition, any current or future patents
may be challenged, invalidated or circumvented and any right granted thereunder may not provide meaningful
protection to us. The failure of any patent to provide protection for our technology would make it easier for other
companies or individuals to develop and market similar systems and services without infringing upon any of our
intellectual property rights.

To protect our proprietary rights, we also rely on a combination of trademarks, service marks, trade secrets,
copyrights, confidentiality agreements with our employees and third parties, and protective contractual provisions.
Our protection efforts may prove to be unsuccessful, and unauthorized parties may copy or infringe upon aspects of
our technology, services or other intellectual property rights. In addition, these parties may develop similar
technology independently. Existing trade secret, copyright and trademark laws offer only limited protection and may
not be available in every country in which we intend to offer our services. Policing unauthorized use of our
proprietary information is difficult. Each trademark, trade name or service mark appearing in this report belongs to
its holder. Raindance and Raindance Communications are registered trademarks owned by us, all other company and
product names herein may be trademarks of their respective owners.




Acquisitions

In April 2002, we acquired substantially all of the assets of InterAct Conferencing, LLC (InterAct), a
nationwide reseller of audio and web conferencing services. In addition to InterAct’s assets, we assumed certain
liabilities of InterAct as of April 30, 2002, consisting primarily of accounts payable and a $125,000 line of credit.
We also assumed a facility lease obligation associated with a building that is partially owned by the former president
and chief executive officer of InterAct who became an officer of Raindance upon the completion of the acquisition.
The aggregate consideration was approximately $11.2 million, including $3.8 million in cash and 2,198,581 shares
of our common stock. As a result of the acquisition, we expanded our sales force, increased our revenue and reduced
our net loss for the year ended December 31, 2002. Effective May 1, 2002, the results of InterAct’s operations are
included in our consolidated financial statements.

Employees

As of March 17, 2003, we employed 221 full-time people. The employees included 24 in general and
administrative functions, 30 in operations, 121 in sales and marketing and 46 in research and development. Our
future success depends in part on our ability to attract, retain and motivate highly qualified technical and
management personnel. Our employees are not represented by a labor union or covered by any collective bargaining
agreements. We consider our employee relations to be good.




ITEM 2. PROPERTIES

Cur principal executive office is located in Louisville, Colorado where we lease two facilities, which
combined, approximate 43,500 square feet. One of the buildings, representing approximately 36,500 square feet, is
partially owned by Paul Berberian, our chairman of the board, chief executive officer and president. This lease
commenced in Cctober 1999 and has a term of ten years. Pursuant to this lease, we pay rent of $59,205 per month
subject to an annual adjustment for inflation based on the consumer price index. We also pay the operating
expenses related to this building, which are currently $17,693 per month and vary on an annual basis. In connection

with the acquisition of Interact Conferencing, LLC, we also assumed a facility lease obligation associated with a
building that is partially owned by the former president and chief executive officer of InterAct Conferencing who
became an officer of the Company upon the completion of the acquisition. This facility is located in Roswell,
Georgia and approximates 9,000 square feet. The lease obligation commenced in May 2002 and has a maximum
term of 5 years. Based on an independent review of both of these properties and the related lease terms, we believe
our lease obligations are fair and reasonable. Additionally, the Company leases office space for current or former
satellite sales offices that are typically less than 3,000 square feet in eight other states, two of which the Company
intends to keep for existing satellite sales offices and the remainder of which the Company is currently subleasing or
intends to sublease. At December 31, 2002, the Company occupied three oftfices in Colorado, two in California, one
in Georgia and one in Texas. We believe that these existing facilities are adequate to meet current foreseeable
requirements or that suitable additional or substitute space will be available on commercially reasonable terms,

ITEM 3. LEGAL PROCEEDINGS

From time to time, we have been subject to legal proceedings and claims in the ordinary course of business.
Although we are not currently involved in any material legal proceedings, we may in the future be subject to legal
disputes. Any claims, even if not meritorious, could result in the expenditure of significant financial and managerial
resources. We are not aware of any legal proceedings or claims that we believe will have, individually or in the
aggregate, a material adverse effect on our business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2002.
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PART IT

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Market Information and Holders

Our common stock commenced trading under the trading symbol RNDC on The Nasdaq National Market
on May 17, 2001. Prior to that, our common stock traded on The Nasdaq National Market under the trading symbol
EVOK, which commenced with our listing on July 25, 2000. The price for the common stock as of the close of
business on March 17, 2003 was $2.20 per share. As of March 17, 2003, we had approximately 259 stockholders of
record.

The following table sets forth the high and low sales prices per share of our common stock as of the market
close for the periods indicated:

High Low

2001:

FASE QUATTET ...viieeiii ettt ee st s et ettt s e s e ss b e ta s e seebe s b es s e s et s easebeneesns b beasesebere e $2.72 $1.06
SECONA QUATTET ..ottt et eb et b e ettt et s bt bt e s bt et e et et s et cae s et es e st s $2.00 $1.16
TRITA QUATET ....ve vttt ettt ettt bbb e e st et e s e s et sa e se et et bt e see et ess b essenensesasbeve e enes $2.45 $0.79
FOUITR QUAITET ...ttt ettt e ebesb e e eae ettt e e st eesass e s s eseeteeaeebeesae st eaaas s e e eseantetbe s eenen $7.00 $2.02
2002:

FAESE QQUAITET L.ttt ettt b b s es st et e s b e b e s bebs s st berssaseses bt e s ete s ent et s ans $6.13 $2.70
SECOMA QUAITET . o.evivicete ettt sttt as e btk e ke b et bt e s b et eebete st ets st et e emtatnsdeseetebsetessabesresna $5.75 $2.33
THIFA QUAITET ..eceeeeiiee ettt et b et eae e e te et e e enc et e s be e eassessebe s emse et bt sansensassarsenaeeeen $5.24 $2.01
FOUMth QUATIET ..o ettt et e e et e e e et sbe b e $3.88 $2.72

Dividends

We have never paid any cash dividends on our common stock. We intend to retain all earnings for use in
our business and do not anticipate paying any cash dividends on our common stock in the foreseeable future. On
October 9, 2001, we entered into a loan and security agreement with a bank, pursuant to which we are prohibited
from paying any dividends without the bank’s prior written consent.

Securities Autheorized for Issuance Under Equity Compensation Plans

The information required by this Item 201(d) of Regulation S-K regarding securities authorized for
issuance under equity compensation plans is incorporated by reference to our definitive Proxy Statement to be filed
in connection with the Annual Meeting of Stockholders to be held on June 5, 2003.

Recent Sales of Unregistered Securities

In April 2002, we acquired substantially all of the assets of InterAct Conferencing, LLC (“InterAct™). In
connection with the acquisition, we issued to InterAct 2,198,581 shares of our common stock valued at $7.4 million.
The value of the common stock issued was determined based on the average market price of our common stock over
the three-day period before and after the terms of the acquisition were agreed upon and announced. These securities
were issued by us in reliance on an exemption from registration contained in Section 4(2) of the Securities Act of
1933, as amended, and the rules and regulations thereunder.

The effective date of our first registration statement, filed on Form S-1 under the Securities Act of 1933, as
amended (No. 333-30708), relating to our initial public offering of our Common Stock, was July 25, 2000.
Aggregate gross proceeds from the offering were $56.0 million. In connection with the offering, we paid a total of
approximately $3.9 million in underwriting discounts and commissions and $1.8 million in other offering costs and
expenses. After deducting the underwriting discounts and commissions and the offering costs and expenses, our net
proceeds from the offering were approximately $50.3 million. No payments constituted direct or indirect payments
to any of our directors, officers or general partners or their associates, to persons owning 10% or more of any class
of our equity securities or to any of our affiliates.
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From the time of receipt through December 31, 2002, we have used all of the net proceeds from the
offering for research and development activities, capital expenditures, repayment of indebtedness, working capital,
merger and acquisition expenses and other general corporate purposes. None of the net proceeds of the initial public
offering were paid directly or indirectly to any of our directors, officers or general partners or their associates, to
persons owning 10% or more of any class of our equity securities or to any of our affiliates.




ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected historical consolidated financial data should be read in conjunction with our
consolidated financial statements and the notes to such statements and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” included elsewhere in this Annual Report on Form 10-K. The
consolidated statement of operations data for each of the years in the three year period ended December 31, 2002,
and the balance sheet data at December 31, 2001 and 2002 are derived from our financial statements, which have
been audited by KPMG LLP, independent auditors, and are included elsewhere in this filing. The statement of
operations data for the years ended December 31, 1998 and 1999 and the balance sheet data at December 31, 1998,
1999 and 2000 are derived from our audited financial statements, which have been audited by KPMG LLP and are
not included in this filing. We acquired Contigo Software, Inc. in June 2000 in a transaction accounted for as a
purchase. The consolidated statement of operations data for each of the three years ended December 31, 2002 and
the consolidated balance sheet data as of December 31, 2001 and 2002 include the results of operations of Contigo
subsequent to June 16, 2000 and the financial position of Contigo as of such date, respectively. We acquired
substantially all of the assets of InterAct Conferencing, LLC in April 2002 in a transaction accounted for as a
purchase. The consolidated statement of operations data for the year ended December 31, 2002 and the consolidated
balance sheet data as of December 31, 2002 include the results of operations of InterAct subsequent to April 30,
2002 and the financial position of InterAct as of such date, respectively. Historical results are not necessarily
indicative of the results to be expected in the future.

In 2002, Statement of Financial Accounting Standards 142 (SFAS 142), “Goodwill and Other Intangible
Assets” became effective and as a result, amortization of goodwill ceased upon adoption of the Statement on
January 1, 2002. Amortization expense related to goodwill would have been $26.5 million in 2002 and $12.2 million
in 2003 at the prior amortization rate. In lieu of amortization, we were required to perform an initial impairment
review of our goodwill in 2002 and are required to perform an annual impairment review thereafter.

Years Ended December 31,

1998 1599 2000 2001 2002
(in thousands, except per share data)

Statement of Operations Data:

REVEIMUE ...ttt e, § 675 § 2246 §$ 18,022 $§ 39410 $ 60,651
COSt OF TEVENUE ..ottt 796 3.368 16,144 22.457 26,635
Gross Profit (LOSS)......cecceeriiierenriie e ea e e, (121) (1,122) 1,878 16.953 34016
Operating expenses:
Sales and marketing .......coooovvvviiveiinniee e 1,804 7,007 53,169 20,362 18,508
Research and development.........cc.oovvevccnininicnnnnncan, 780 1,006 8,011 5,704 7,599
General and administrative........ocooovevvenivecereen e e, 789 1,822 8,441 7,397 7,515
Amortization of goodwill.........o.cccoviiiiiniiicienn, — — 14,534 26,506 —
Stock-based compensation eXpense .........o...coeeevveuienrens — 2,484 8,383 2,834 3,028
Asset impairment charges .....c.cocoveirevcinennenneennn, — — — 4,576 138
Restructuring charges, contract termination
expenses and litigation related expenses ...........co.e... — — 11,133 1.696 584
Total operating eXpenses ........ccccevvvvvcereeniererenecnnn, 3.373 12,319 103,671 69.075 37.372
Loss from operations........ccocoeveereierecnecre e, (3,494) (13,441)  (101,793) (52,122) (3,356)
INtErest INCOME, NEL...cviiiiciiiieeriecreeere et etece e ee e v, 221 400 3,247 887 128
Other income (EXPense), NEt........ccccerviereriurerieeenrieseenreseeenn, 1 () (207 {1.488) (126)
NEELOSS 1 veviirrrie ittt (3,272) (13,047) (98,753) (52,723) (3,354)
Preferred stock dividends and accretion to preferred stock
redemption VAUE ..o — 100,000 1,725 — —
Net loss attributable to common stockholders...................... $(3.272) $(113.047) $(100,478) $ (52,723) $_ (3,354)
Basic and diluted loss per share ...........cccoveceieriicceneireenn, $(10.29) $ (259.44) $§ (469 $ (1.12) §_ (0.07)
Shares used in computing loss per share—basic
and diluted. ..o 318 436 21,443 47,280 50,502

13




As of December 31,
1299 2000 001 2002

(in thousands)

Balance Sheet Data:
Cash and cash equivalents $ 89,234 $43,311 $34,222 $31,699
Investments — 196 — —
Working capital 79,989 38,871 31,567 31,622
Total assets 110,408 158,824 110,252 113,005
Long-term debt, less current portion 2,260 810 3,064 2,026
Restructuring reserve, less current portion — 2,952 914 518
Redeemable convertible preferred stock and

warrants 111,322 —_ — —
Total stockholders’ equity (deficit) (13,932) 141,710 94,768 100,323




ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This Annual Report on Form 10-K contains forward-looking statements, including without limitation,
Statements containing the words “believes,” “anticipates,” “expects,” and words of similar import and statements
regarding our strategy, financial performance, and our operations that involve risks and uncertainties. Our actual
results may differ significantly from the results discussed in the forward-looking statements. Factors that might
cause such a difference include, but are not limited to, those discussed in the subsection entitled “Additional Risk
Factors that May Affect Our Operating Results and The Market Price of Our Common Stock.” Readers are urged to
carefully review and consider the various disclosures made in this report and in our other reports filed with the SEC
that attempt to advise interested parties of certain risks and factors that may affect our business. You should read
this analysis in conjunction with our consolidated financial statements and related notes that begin on page F-1.

Our reports are available free of charge through our website as soon as reasonably practicable after we
file them with, or furnish them to, the SEC. Our website address is www.raindance.com. Once at
www.raindance.com, go to About Us/Investors/SEC Filings and Financials.

Overview

We provide integrated web conferencing services that offer simple, reliable and cost-effective tools for
everyday business meetings and events. These services offer a continuum of real-time, interactive communications
tools for businesses, including automated phone conferencing, web conferencing for web presentations with online
controls and advanced collaboration tools, which allow users, among other things, to share applications, tour the web
and whiteboard ideas online. We sell these services to large and medium-sized businesses in various markets, as well
as to resellers of conferencing and communications services through our direct, strategic and indirect sales channels.

Except for the quarter ended December 31, 2002, we have incurred losses since commencing operations and,
as of December 31, 2002, we had an accumulated deficit of $171.9 million. Qur net loss was $9.5 million and our net
icome was $0.6 million for the quarters ended December 31, 2001 and 2002, respectively, and our net losses were
$52.7 million and $3.4 million for the years ended December 31, 2001 and 2002, respectively. We have not achieved
profitability on an annual basis. We may incur losses at least for the next several quarters, particularly due to significant
non-cash charges for amortization of deferred stock-based compensation and depreciation expense and an anticipated
increase in sales and marketing expenditures. Despite the progress we have made in managing and controlling
expenses, we will need to generate higher revenue to support expected expenses and sustain profitability.

On June 16, 2000, we acquired Contigo Software, Inc. We have included the results of operations of Contigo
subsequent to June 16, 2000 in our statements of operations. This acquisition was accounted for using the purchase
method of accounting and we recorded $80.5 million of goodwill in the quarter ended June 30, 2000, which we were
amortizing over a period of three years. For the year ended December 31, 2001, amortization expense pertaining to
goodwill was $26.5 million. To the extent we did not generate sufficient cash flow to recover the amount of the
investment recorded, the investment would be considered impaired and could be subject to earlier write-off. In July
2001, the Financial Accounting Standards Board issued two pronouncements that affected business combinations and
amortization of goodwill and other intangible assets for previously recorded business combinations. As a result of this
new guidance, effective January 1, 2002 we no longer record amortization on our acquired goodwill but instead review
goodwill for impairment on an annual basis. In addition, our initial assessment of goodwill performed as of March 31,
2002 indicated that the fair value of the reporting unit exceeded the goodwill carrying value; and therefore, at that time,
goodwill was not deemed to be impaired. For a discussion of the methodology and assumptions or estimates used to
test goodwill for impairment, see the section entitled “Critical Accounting Policies and Estimates” below and the
footnotes to our consolidated financial statements beginning on page F-8.

On April 30, 2002, we acquired substantially all of the assets of InterAct Conferencing, LLC, a nationwide
reseller of audio and web conferencing services. As a result of the acquisition, we expanded our sales force,
increased our revenue and reduced our net loss for the year ended December 31, 2002. We also assumed certain
liabilities of InterAct as of April 30, 2002, consisting primarily of accounts payable and a $125,000 line of credit.
We also assumed a facility lease obligation of approximately $0.7 million associated with a building that is partially
owned by the former president and chief executive officer of InterAct who became an officer of the Company upon
the completion of the acquisition. Effective May 1, 2002, the results of InterAct’s operations are included in our
consolidated financial statements. The aggregate purchase consideration paid to InterAct was approximately $7.8
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million, which is comprised of $3.8 million in cash and 1,200,982 shares of our common stock valued at $4.0
million. In addition, we incurred $0.1 million in acquisition related expenses. 997,599 shares of our common stock
were deemed to represent contingent purchase consideration and accordingly, we recorded $3.4 million in deferred
stock-based compensation, which is being expensed over three years. The value of the common stock issued was
determined based on the average market price of our common stock over the three-day period before and after the
terms of the acquisition were agreed upon and announced. The purchase price of $7.9 million was allocated as
follows: $1.0 million was allocated to the net identifiable assets acquired and $6.9 million was allocated to goodwill.

Prior to our restructuring in January 2001, we derived revenue from services other than our web
conferencing services. As part of the restructuring, we indicated our intent to primarily focus on our core web
conferencing service offerings. Accordingly, the second quarter of 2001 was the final quarter in which revenue was
generated from legacy services. We expect to derive all of our revenue in the future from our current services and
any next-generation services that we develop. The following describes how we recognized revenue for the services
we offered in 2000, 2001 and 2002.

Web and Phone Conferencing Revenue. Revenue for our Web and Phone Conferencing service is generally based
upon the actual time that each participant is on the phone or logged onto the web. For example, a customer is
charged a per-minute, per-user fee for each participant listening and viewing a live or recorded simulcast. In
addition, we charge customers a one-time fee to upload visuals for a phone conference or a recorded simulcast. We
recognize usage revenue from our Web and Phone Conferencing services as soon as a call or simulcast of a call is
completed. We recognize revenue associated with any initial set-up fees ratably over the term of the contract.

o Web Conferencing Pro Revenue. Revenue for our Web Conferencing Pro service is derived from subscription and
usage fees in addition to event fees or, in more limited cases, a software license fee. Revenue from subscriptions is
recognized monthly regardless of usage, while usage fees are based upon either monthly connections or minutes
used. Event fees are generally hourly charges that are recognized as the events take place. We recognize revenue
associated with any initial set-up fees ratably over the term of the contract. Revenue from software license
agreements is recognized upon shipment of the software when all the following criteria have been met: persuasive
evidence of an arrangement exists; delivery has occurred; the fee is fixed or determinable; collectibility is
probable; and vendor specific objective evidence is available for the fair value of all undelivered elements.

o Webcasting Revenue (legacy service). Prices and specific service terms were usually negotiated in advance of
service delivery. We recognized revenue from live event streaming when the content was broadcast over the
Internet. We recognized revenue from encoding recorded content when the content became available for viewing
over the Internet. We recognized revenue from pre-recorded content hosting ratably over the hosting period.

o Talking Email Revenue (legacy service). Prices and specific service terms were negotiated in advance of service
delivery. We recognized revenue, including any setup fees, ratably over the life of the contract.

While our business model is largely usage-based, which generally means that our customers only pay for the
services they use, our non-usage revenue, such as from subscriptions, has increased in absolute dollars. In the quarter
ended December 31, 2001, 14.3% of our revenue was non-usage based as compared to 19.8% in the quarter ended
December 31, 2002. For the year ended December 31, 2001, 16.4% of our revenue was non-usage based as compared
to 15.6% m the year ended December 31, 2002. We expect our non-usage based revenue to decrease as a percentage of
revenue in the near term due to a transition by Qwest Communications of a subscription contract for Web Conferencing
Pro to a usage-based contract.

Our cost of revenue consists primarily of telecommunication expenses, depreciation of network and data
center equipment, Internet access fees and fees paid to network providers for bandwidth, equipment maintenance
contract expenses, compensation and benefits for operations personnel and allocated overhead. Our
telecommunication expenses are variable and directly correlate to the use of our services and primarily are incurred
when our customers use our Web and Phone Conferencing service. A change in our mix of usage and non-usage
based revenue will affect our gross profit as our cost of revenue is typically higher on our usage-based Web and
Phone Conferencing service. OQur depreciation, Internet access and bandwidth expenses, equipment maintenance
expenses and compensation expenses generally increase as we increase our capacity and build our infrastructure.
We will continue to make investments in our infrastructure; however, we do not expect a need for large-scale capital
expenditures in the first quarter of 2003. As a result, we expect expenses for depreciation, Internet access and
bandwidth expenses to slightly increase in absolute dollars. We expect that our current capacity and infrastructure,
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coupled with the capital expenditures we have made and we expect to make, will accommodate our revenue projections
into the first half of 2003, We have a limited number of sources for our telephony services. One of our suppliers is
WorldCom, which filed for Chapter 11 bankruptcy protection in July 2002. If WorldCom was to terminate or interrupt
its services, we may experience difficulties in obtaining alternative sources on commercially reasonable terms, if at all,
and would likely experience an increase in our variable telephony cost.

We incur sales and marketing expenses that consist primarily of the salaries, commissions and benefits for
our sales and marketing personnel, remote sales offices expenses, market research, sales lead generation and
telemarketing expenses and allocated overhead. In the fourth quarter of 2000 and continuing into the first quarter of
2001, we streamlined our sales force, renegotiated certain sales and marketing commitments and consolidated
certain remote sales offices. We believe that we have experienced substantially all the benefits of these cost savings
mitiatives. We expect sales and marketing expenses to increase in absolute dollars and as a percentage of revenue as we
expand our sales force and increase our marketing initiatives in 2003.

We incur research and development expenses that consist primarily of salaries and benefits for research and
development personnel, equipment maintenance contract expenses and allocated overhead. We expense research and
development costs as they are incurred, except for certain capitalized costs associated with internally developed
software. We capitalized $0.7 million of internally developed software in 2002. We expect to continue to capitalize
costs associated with internally developed software in 2003, particularly as we develop our next generation service.
We also expect to continue to make investments in research and development and anticipate that these expenditures

will increase in terms of absolute dollars in 2003, however, we expect them to decrease as a percentage of revenue
in 2003.

We incur general and administrative expenses that consist primarily of expenses related to finance, human
resources, administrative and general management activities, including legal, accounting and other professional fees,
in addition to other general corporate expenses. We expect general and administrative expenses to remain relatively
flat in terms of absolute dollars, however, we expect them to decrease as a percentage of revenue in 2003,

Amortization of goodwill was first recorded in 2000 in connection with our acquisition of Contigo
Software, Inc. in June 2000. Goodwill was amortized on a straight-line basis over the estimated useful life of three
years. Effective January 1, 2002, we adopted SFAS 142 which requires that goodwill no longer be amortized, but
instead will be reviewed for impairment on an on-going basis. Accordingly, the amortization of goodwill ceased
upon our adoption of the Statement, which was January 1, 2002.

Since our inception, we have used stock-based compensation for employees, consultants and members of
our board of directors to attract and retain strong business and technical personnel. During the year ended
December 31, 2002 we recorded $3.7 million of deferred stock-based compensation and we expensed $3.0 million
related to stock-based compensation. $3.4 million of the deferred stock-based compensation was recorded in the
second quarter of 2002 and relates to 997,599 shares of common stock we issued simultaneously with the closing of
the InterAct acquisition, which are being held in escrow and are scheduled to be released in equal one-third
increments and will be expensed over three years, beginning in May 2002. The release of the stock held in escrow is
contingent upon certain employment obligations of Carolyn Bradfield, the former president and chief executive
officer of InterAct. The value of these escrowed shares was determined based on the average market price of our
common stock over the three-day period before and after the terms of the acquisition were agreed upon and
announced. Additionally, we reversed $0.5 million of deferred stock-based compensation related to the cancellation
of unvested stock options for the year ended December 31, 2002. Stock-based compensation amounts are based on
the excess of the fair value of our common stock on the date of grant or sale over the option exercise price or stock
purchase price. Compensation expense related to stock options is amortized over the vesting period of the options,
which generally is four years. We expect to incur stock-based compensation expense of approximately $2.5 million
in 2003, $1.2 million in 2004 and $0.4 million in 2005 for common stock issued or stock options awarded to our
employees or members of our board of directors through December 31, 2002, under our stock compensation plans
and the common stock held in escrow as a result of the InterAct acquisition.

Other Data — Non-GAAP Financial Measure
We evaluate operating performance based on several factors, including our primary internal financial measure

of eamnings before interest, taxes, depreciation, amortization and charges (“EBITDA”) as adjusted. This analysis
eliminates the effects of considerable amounts of depreciation, amortization of goodwill recognized in prior years in
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connection with our acquisition of Contigo Software, Inc., stock-based compensation and the other charges set forth
below.

The calculation of adjusted EBITDA is as follows (in thousands):

Years Ended December 31,
2000 2001 2002

Net loss $ (98,753) § (52,723) $§ (3,3%4)
Add: Depreciation, amortization and other

income (expense), net 5,010 8,521 10,360
Add: Amortization of goodwill 14,534 26,506 --
Add: Stock-based compensation expense 2,834 3,028
Add: Equity in loss of unconsolidated joint

1,195
Add: Asset impairment charges 4,576
Add: Restructuring charges and contract

termination expenses 1.696 584
EBITDA S (59512) § (7395 & _ 10756

Beginning January 1, 2002, we have had a significant reduction or improvement in our net loss because of the
issuance of a new accounting standard that eliminates goodwill amortization and replaces this concept with an annual
goodwill impairment test. As indicated in the adjusted EBITDA calculation above, we expensed $14.5 million and
$26.5 million in goodwill amortization in the years ended December 31, 2000 and 2001, respectively. As a result of this
new accounting standard, which became effective January 1, 2002, we are no longer amortizing goodwill and,
correspondingly, our net loss has decreased relative to prior periods in which we did expense significant amounts of
goodwill amortization. Amortization expense related to goodwill would have been $26.5 million in 2002. The
trends depicted by this calculation indicate that we have been successful in significantly reducing both our net loss as
well as improving adjusted EBITDA, primarily as a result of our efforts to control operating costs while simultaneously
increasing revenue. For the year ended December 31, 2002, as compared with the year ended December 31, 2001, our
net loss decreased by $49.4 million. For the year ended December 31, 2002, as compared with the year ended
December 31, 2001, our adjusted EBITDA improved by $18.2 million. Adjusted EBITDA should be considered in
addition to, not as a substitute for, net loss and other measures of financial performance reported in accordance with
generally accepted accounting principles. EBITDA is a measure of operating performance and liquidity that is
commonly reported and widely used by analysts, investors and other interested parties because it eliminates significant
non-cash charges and other charges to earnings and also represents a financial measure used by our bank to determine
our compliance with a financial covenant articulated in our loan and security agreement. In addition, net income
excluding such non-cash charges may permit investors to better compare results from period to period and to more
accurately assess our prospects. However, adjusted EBITDA as used by us may not be comparable to similarly titled
measures reported by other companies,

The funds depicted by adjusted EBITDA are not available for our discretionary use due to debt service, debt
maturities and other commitments that we have made. Cash flow calculated in accordance with generally accepted
accounting principles is as follows: net cash used by operations was $67.9 million and $9.7 million for the years ended
December 31, 2000 and 2001, respectively, and net cash provided by operations was $7.2 million for the year ended
December 31, 2002; net cash used by investing activities was $33.9 million, $3.7 million and $9.6 million for the years
ended December 31, 2000, 2001 and 2002, respectively; net cash provided by financing activities was $55.9 million
and $4.4 million for the years ended December 31, 2000 and 2001, respectively, and net cash used by financing
activities was $0.1 million for the year ended December 31, 2002.

Results of Operations
Year Ended December 31, 2002 Compared te Year Ended December 31, 2001

Revenue. Total revenue increased by $21.2 million from $39.4 million for the year ended December 31, 2001
to $60.6 million for the year ended December 31, 2002. The increase was primarily due to the addition of new

customers, including the customers we acquired as a result of the acquisition of InterAct in the second quarter of 2002,
and was partially offset by pricing pressure we are experiencing for some of our services. Our largest customer, Qwest
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Communications, transitioned its use of our Web and Phone Conferencing service to its network in August 2002 and
this transition decreased our revenue from it for this service as we decreased our price per minute commensurate with
our cost of revenue decline. We also entered into several large Web Conferencing Pro subscription agreements with
large telephony carriers in 2002 such as Qwest and Bell Canada, which partially explain the increase in non-usage
based revenue in absolute dollars. Qwest represented 14.3% of revenue in 2002, despite the transition of Web and
Phone Conferencing minutes off of our network. We expect Qwest’s percentage of revenue to decrease significantly in
the first quarter of 2003 due to the expiration of a subscription contract for our Web Conferencing Pro service that has
been fransitioned to a usage-based model. This transition is expected to reduce our revenue growth over prior quarters
in the near term. Since our restructuring announced in January 2001, we have focused on our core web conferencing
service offerings. Accordingly, the second quarter of 2001 was the final quarter in which revenue was generated from
legacy services as we satisfied commitments made to customers.

Cost of Revenue. Cost of revenue increased $4.1 million from $22.5 million for the year ended
December 31, 2001 to $26.6 million for the year ended December 31, 2002. Telecommunication costs increased
$5.2 million for the year ended December 31, 2002 over the year ended December 31, 2001. This increase resulted
from additional telephony charges consistent with increased use of our Web and Phone Conferencing service.
Outside services increased $0.3 million from $0.2 million for the year ended December 31, 2001 to $0.5 million for
the year ended December 31, 2002. This increase is the result of expenses associated with a co-location site we
established in September 2001 to house some of our equipment off-site. Maintenance and repairs expense decreased
$0.3 million for the year ended December 31, 2002 from the year ended December 31, 2001. This decrease resulted
primarily from the reduction of maintenance costs associated with legacy equipment we took out of service in the
second quarter of 2001. Depreciation expense decreased $1.1 million for the year ended December 31, 2002 from
the year ended December 31, 2001. This decrease resulted primarily from the write down of specific long-lived
assets to their fair value in the second quarter of 2001. The primary reasons for our gross profit improvement are an
increase in our subscription-based revenue or non-usage based revenue, on which we generate higher margins, and a
general improvement in our infrastructure utilization.

Sales and Marketing. Sales and marketing expense decreased $1.9 million from $20.4 million for the year
ended December 31, 2001 to $18.5 million for the year ended December 31, 2002. Expenses related to advertising,
promotion and lead generation decreased $2.2 million for the year ended December 31, 2002 from the same period
in 2001. In 2001 we incurred $0.7 million in expenses related to our name change that we did not incur in 2002.
Personnel and payroll related expenses increased $1.5 million from the year ended December 31, 2001 as compared
to the year ended December 31, 2002, due to increased headcount associated with our acquisition of InterAct in
April 2002. Allocated depreciation expense increased $1.5 million from the year ended December 31, 2001 to the
year ended December 31, 2002, also due to increased sales and marketing headcount. Bad debt expense decreased
$0.6 million for the year ended December 31, 2002 as compared with the year ended December 31, 2001 due to
fewer bankruptcy filings within our customer base, as well as a general improvement in our accounts receivable
aging. Expenses related to outside services decreased $0.8 million for the year ended December 31, 2002, from the
year ended December 31, 2001. Additionally, office rent and recruiting expense decreased $0.4 million and $0.2
million, respectively, for the year ended December 31, 2002 from the same period in 2001 in line with our
restructuring efforts and stable headcount.

Research and Development. Research and development expense increased $1.9 million from $5.7 million
for the year ended December 31, 2001 to $7.6 million for the year ended December 31, 2002. Personnel and payroll
related expenses increased $0.8 million for the year ended December 31, 2002 over the year ended December 31,
2001, as a result of an increase in headcount and salaries. The remainder of the increase for the year ended
December 31, 2002 over the year ended December 31, 2001 was due to a $0.6 million increase in allocated
depreciation and a $0.5 million increase in maintenance and repairs, primarily due to an increase in headcount
coupled with a reduction in equipment specifically allocated to cost of revenue.

General and Administrative. General and administrative expense remained consistent for the year ended
December 31, 2002 as compared to the year ended December 31, 2001. Expenses related to outside services
decreased $0.4 million for the year ended December 31, 2002 from the year ended December 31, 2001. In the first
quarter of 2001, we incurred $0.2 million in royalty expenses pertaining to a contract that was terminated during that
quarter, Offsetting these decreases, personnel and payroll related expenses increased $0.6 million for the year ended
December 31, 2002 over the year ended December 31, 2001. Additionally, allocated depreciation increased $0.2
million for the year ended December 31, 2002 over the same period in 2001, whereas legal expenses decreased $0.1
million for the year December 31, 2002 over the same period in 2001.
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Amortization of Goodwill. Amortization of goodwill was $26.5 million for the year ended December 31,
2001, as result of our acquisition of Contigo in June 2000.

Stock-Based Compensation Expense. Stock-based compensation expense increased $0.2 million from $2.8
million for the year ended December 31, 2001 to $3.0 million for the year ended December 31, 2002, Prior to our
initial public offering, options and stock purchase rights were granted at less than the estimated initial public
offering price resulting in deferred compensation charges, which are being recognized over vesting periods, which
generally are four years. During the years ended December 31, 2001 and December 31, 2002, we recorded $1.2
million and $3.7 million, respectively, of deferred stock-based compensation. $3.4 million of the deferred stock-
based compensation was recorded in the second quarter of 2002 and relates to 997,599 shares of common stock
issued simultaneously with the closing of the InterAct acquisition, which are being held in escrow and are scheduled
to be released in equal one-third increments and will be expensed over three years, beginning in May 2002.
Additionally, for the years ended December 31, 2001 and December 31, 2002, we reversed $5.1 million and $0.5
million of deferred stock-based compensation related to the cancellation of unvested stock options.

Asset Impairment Charges. In the second quarter of 2001, we performed a strategic review of our fixed
assets and adopted a plan to dispose of excess equipment. This review consisted of identifying areas where we had
excess capacity and, as a result, excess equipment. This review was prompted by the slowdown in general economic
conditions. We completed a significant portion of the sale and disposal of the assets in 2001 and completed the
remainder in the first half of 2002. In connection with the plan of disposal, we determined that the carrying values of
some of the underlying assets exceeded their fair values, and, as a result, recorded an impairment loss of $2.7
million in the second quarter of 2001. The asset write-offs were determined under the held for disposal model. In
addition, we wrote off approximately $0.1 million in intangible assets primarily related to trademarks associated
with our prior name.

In the third quarter of 2001 the board of directors of Evoke Communications Europe unanimously approved a
plan of liquidation and dissolution and, as a result, Evoke Communications Europe is being liquidated and its
operations have ceased. In the fourth quarter of 2001, we received equipment valued at $1.8 million and anticipated
receiving, prior to December 31, 2002, cash of approximately $1.0 million. The equipment was transferred to us at net
book value. We recorded an impairment charge of $1.8 million in 2001, which represented the excess of a note
receivable over the cash and equipment we expected to receive. Throughout the course of 2002, we received cash
distributions of approximately $1.0 million. In the fourth quarter of 2002, we recorded a reversal of $48,000 based
upon revised estimates of the cash to be received upon compete dissolution and liquidation of Evoke Communications
Europe.

In the fourth quarter of 2002, we identified and removed from service equipment that was no longer required
or had become obsolete. The asset write-offs were determined under the long-lived assets to be disposed of by sale
model. For a discussion of the methodology used to determine the amount of the impairment charge under this
model, see the section entitied “Critical Accounting Policies and Estimates” below and the footnotes to our
consolidated financial statements beginning on page F-8. We expect to complete the sale and disposal of the assets in
the first half of 2003. In connection with the plan of disposal, the carrying amount of the assets exceeded the fair value
of the assets less cost to sell, and as a result, we recorded an impairment loss of $186,000 in the fourth quarter of 2002.

Restructuring Charge and Contract Termination Expense. Our restructuring activities have included
workforce reductions, the sale or disposition of assets, contract cancellations and the closure of several remote sales
offices. We recorded restructuring charges of $1.7 million in 2001, which consisted of $0.9 million in severance
costs, $1.8 million in contract termination expenses and a $1.0 million favorable restructuring reserve adjustment
primarily due to the net effect of successfully subleasing several remote offices with terms more favorable than
originally anticipated and also consummating an early termination settlement of a software contract. The contract
termination expense relates to terminating a software license agreement. In connection with the termination, we
incurred a charge of $1.8 million, primarily related to the unamortized cost of the software license. Additionally, as
part of the consideration to terminate the license agreement, we returned an investment in the software company’s
common stock, which resulted in the recognition of an additional realized loss of $1.2 million on the investment, which
is reflected in Other Income (Expense). In 2002, the Company recorded restructuring charges of $0.6 million to
record additional charges associated with offices that remain vacant while we continue our attempts to sublease
these facilities.
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Other Income (Expense). Interest income decreased $0.9 million from $1.4 million for the year ended
December 31, 2001 to $0.5 million for the year ended December 31, 2002. The decrease was due to higher cash
balances and higher rates of return on our cash balances in 2001 compared to 2002. Interest expense decreased $0.1
million from $0.5 million for the year ended December 31, 2001 to $0.4 million for the year ended December 31, 2002
as we carried lower debt balances in the cwrrent year.

Year Ended December 31, 2001 Compared te Year Ended December 31, 2000

Revenue. Total revenue increased by $21.4 million from $18.0 million for the year ended December 31, 2000
to $39.4 million for the year ended December 31, 2001, The increase was primarily due to increased customer account
penetration and the addition of new customers. In addition, as a result of the acquisition of Contigo Software, Inc., we
first reported revenue from our Web Conferencing Pro service beginning in June 2000. As part of the restructuring
announced in January 2001, we indicated our intent to primarily focus on our core Web conferencing service offerings.
Accordingly, the second quarter of 2001 was the final quarter in which revenue was generated from Webcasting and
Talking Email as we satisfied legacy commitments made to customers,

Cost of Revenue. Cost of revenue increased $6.4 million from $16.1 million for the year ended December 31,
2000 to $22.5 million for the year ended December 31, 2001. Depreciation expense decreased $1.0 million for the year
ended December 31, 2001 over the respective period in 2000 primarily due to the write-down of particular assets to
their fair value in the second quarter of 2001. We are not recording any depreciation expense on assets no longer in use
and held for disposal. Telecommunication costs and Internet access costs increased $7.0 million in 2001 over 2000.
This increase resulted from additional phone charges consistent with increased use of our Web and Phone
Conferencing service. Salaries and payroll related expenses increased $0.2 million for the year ended December 31,
2001 over the respective period in 2000 due to an increase in salaries and payroll related expenses even though
headcount remained relatively consistent year over year. Maintenance expense decreased $0.2 million in 2001 from
2000. The decrease was primarily due to reduction of maintenance costs associated with the equipment we took out of
service in the second quarter of 2001.

Sales and Marketing. Sales and marketing expense decreased $32.8 million from $53.2 million for the year
ended December 31, 2000 to $20.4 million for the year ended December 31, 2001. Expenses related to advertising and
promotion decreased $22.4 million in the year ended December 31, 2001 from the respective period in 2000 as we
reduced our advertising in anticipation of changing our name in the second quarter of 2001. The decreased spending on
advertising and promotional campaigns continued through the fourth quarter of 2001. Salaries, commissions and
payroll related expenses decreased $7.0 million for the year ended December 31, 2001 from the year ended
December 31, 2000 primarily related to the reduction in our sales force as a result of our corporate restructuring which
took place in January 2001. Bad debt expense increased $0.4 million for the year ended December 31, 2001 over the
respective period in 2000. This increase is related to incremental charges to our bad debt reserve as our accounts
receivable increased. The remainder of the expenses that decreased for the year ended December 31, 2001 from the
year ended December 31, 2000 are office rent, recruiting, telecommunications and Internet access costs, travel, and
trade show related expenditures consistent with the reduction in our workforce and office closures that took place in
January 2001 and our cost containment initiatives that continued throughout 2001.

Research and Development. Research and development expense decreased $2.3 million from $8.0 million for
the year ended December 31, 2000 to $5.7 million for the year ended December 31, 2001. Personnel and payroll
related expenses decreased $1.6 million for the year ended December 31, 2001 as compared with the year ended
December 31, 2000 primarily as a result of a reduction in headcount associated with our restructuring, which took place
in January 2001, and an increase in capitalized salaries related to internally developed software. The remainder of the
decrease for the year ended December 31, 2001 from the respective period in 2000 is explained by $0.2 million
decrease in each of the following expenses: outside services, office supplies, and office rent. Additionally, there was a
$0.1 million decrease in telecommunications and Internet access costs.

General and Administrative. General and administrative expense decreased $1.0 million from $8.4 million for
the year ended December 31, 2000 to $7.4 million for the year ended December 31, 2001 Expenses for legal fees
decreased $0.8 million in the year ended December 31, 2001 as compared with the year ended December 31, 2000,
primarily due to our litigation settlement which took place in the first quarter of 2001, thereby reducing our legal fees in
2001. Royalty expense decreased $0.2 million for the year ended December 31, 2001 as compared with the year ended
December 31, 2000 as our royalty commitment ceased in the first quarter of 2001.
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Amortization of Goodwill. Amortization of goodwill was $14.5 million and $26.5 million for the years
ended December 31, 2000 and 2001, respectively, as result of our acquisition of Contigo in June 2000.

Stock-Based Compensation Expense. Stock-based compensation expense decreased $5.6 million from $8.4
million for the year ended December 31, 2000 to $2.8 million for the year ended December 31, 2001. Prior to our
initial public offering, options and stock purchase rights were granted at less than the estimated initial public offering
price resulting in deferred compensation charges, which are being recognized over vesting periods, which are generally

four years. During the years ended December 31, 2000 and 2001, we recorded $10.7 and $1.2 million, respectively, of
deferred stock—based compensation. Additionally, for the year ended December 31, 2001 and as a result of reductions
and changes in our workforce, we reversed $5.1 million of deferred stock-based compensation related to the
cancellation of unvested stock options.

Asset Impairment Charges. We have previously recorded losses that have reduced our investment in Evoke
Communications Europe to zero. We have no obligations to fund future operating losses of Evoke Communications
Europe. In the third quarter of 2001, the board of directors of Evoke Communications Europe unanimously approved a
plan of liquidation and dissolution and, as a result, Evoke Communications Europe will be liquidated and its operations
will cease. In the fourth quarter of 2001, we received equipment valued at $1.8 million and we anticipated receiving,
prior to December 31, 2002, cash of approximately $1.0 million. We recorded an impairment charge of $1.8 million in
2001, which represented the excess of the note receivable from Evoke Communications Europe over the cash and
equipment we expected to receive.

In the second quarter of 2001, we performed a strategic review of our fixed assets and adopted a plan to
dispose of excess equipment. This review consisted of identifying areas where we had excess capacity and, as a result,
excess equipment. This review was prompted by the slowdown in general economic conditions that continued through
the second quarter of 2001. We completed a significant portion of the sale and disposal of the assets in 2001 and
expected to complete the remainder in 2002. In connection with the plan of disposal, we determined that the carrying
values of some of the underlying assets exceeded their fair values, and, as a result, we recorded an impairment loss of
$2.7 million in the second quarter of 2001. We determined the asset write-offs under the held for disposal model. In
addition, we wrote off approximately $0.1 million in intangible assets primarily related to trademarks associated with
our previous name.

Restructuring Charges. In the fourth quarter of 2000, we began an assessment of our cost structure and in
December 2000, our board of directors approved a plan of restructuring, which was announced in January 2001. In
connection with this restructuring, we streamlined our operations to focus on our core web conferencing service
offerings. Additionally, in connection with streamlining operations, we refocused our marketing strategy, reduced
our workforce and closed several leased office facilities. In connection with actions taken to streamline operations,
we recorded restructuring charges in the first quarter of 2001 of $0.8 million. In the second quarter of 2001, we
incurred severance charges of $0.1 million and incurred a favorable restructuring reserve adjustment of $1.4 million
primarily due to successfully leasing several remote offices with terms more favorable than originally anticipated,
and also consummated an early termination settlement of a software contract. In the third quarter of 2001, we
recorded a net restructuring charge of $0.3 million consisting of a $0.5 million charge to close two additional remote
sales offices and additional charges associated with offices that remained vacant while we continued our attempts to
sublease these facilities, and a $0.2 million favorable restructuring adjustment as a result of successfully terminating
two facility lease commitments with terms more favorable than originally anticipated. In the fourth quarter of 2001,
we recorded a restructuring charge of $0.1 million to record additional charges associated with offices that remained
vacant while we continued our attempts to sublease these facilities. At December 31, 2001, our restructuring
reserves totaled $1.6 million, of which $0.7 million was current and $0.9 million was long-term and solely related to
lease cancellation costs, which will be relieved as payments are made. Through December 31, 2001, we had been
successful in sub-leasing four facilities and terminating facility lease commitments on four facilities. As of December
31, 2001, the restructuring reserve for facilities was comprised of seven offices. The remaining balances will be
adjusted as we continue in our efforts to sublease or otherwise minimize our commitments on our remaining remote
sales offices.

Contract Termination Expense. In March 2001, we agreed to terminate a software license agreement. In
connection with the termination, we incurred a charge of approximately $1.8 million, primarily related to the
unamortized cost of the software license. Additionally, as part of the consideration to terminate the license agreement,
we returned an investment in the software company’s common stock, which resulted in the recognition of an additional
realized loss of $1.2 million on the investment, which is reflected in Other Income (Expense).
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Other Income (Expense). Interest income decreased $2.3 million from $3.7 million for the year ended
December 31, 2000 to $1.4 million for the year ended December 31, 2001. The decrease was related to higher average
cash balances in 2000 compared to 2001 due to the private equity financing we completed in the fourth quarter of 1999
and first quarter of 2000 that was utilized in operations over the course of 2000 and into 2001. The decrease was also
due to lower rates of return on our cash balances in 2001 as compared to 2000. Interest expense remained flat at $0.5

million for the years ended December 31, 2000 and 2001. Loss on the sale of fixed assets was $0.3 million for the year
ended December 31, 2001.

Income Taxes

We use the asset and liability method of accounting for income taxes as prescribed by Statement of
Financial Accounting Standard 109, “Accounting for Income Taxes”. At December 31, 2002, we had net operating
loss carryforwards for federal income tax purposes of approximately $124.6 million, which are available to offset
future federal taxable income, if any, through 2022. We experienced an ownership change in 1999 as defined in
Section 382 of the Internal Revenue Code that limited approximately $21.5 million of net operating loss
carryforwards to an annual usage per year of approximately $2.9 million. The balance of the net operating loss
carryforwards of approximately $103.1 million are not limited by Section 382 as of December 31, 2002. The
availability of our net operating losses will be effected should we experience another ownership change in the
future, as defined in Internal Revenue Code Section 382. We have not recorded a deferred tax benefit for the net
operating loss carry-forwards. We make periodic reviews of the realizability of our deferred tax assets and will

make adjustments to the valuation allowance when it is more likely than not that the deferred tax assets will be
realized.

Quarterly Results of Operations
The following table sets forth our historical unaudited quarterly information for our most recent eight

quarters. This quarterly information has been prepared on a basis consistent with our audited financial statements

and, we believe, includes all normal recurring adjustments necessary for a fair presentation of the information
shown,

Three Months Ended

March 31, June 30,  September 30, December 31, March 31, June 30,  September 30, December 31,
2001 2001 2001 2001 2002 2002 2002 2002
(in thousands, except per share data)
REVENUE. ....cvviinriiiniciecee e $ 9017 § 9110 § 10,050 $ 11,233 § 13877 § 15388 § 15700 § 15,686
Cost of revenue .. 6.128 5.642 5,089 5,598 6.929 7.302 6,618 *5.787
Gross profit....c...cccvvceemieeccvniiercriennnes 2.889 3.468 4.961 5.635 6,948 8,086 9,082 9.899
Operating expenses:
Sales and marketing .......cco.occoeveviunn o 6,689 4,487 4,799 4,389 4,201 4,808 4,774 4,724
Research and development... 1,509 1,211 1,433 1,551 1,983 2,129 1,854 1,634
General and administrative................. 2,278 1,771 1,769 1,578 1,809 1,897 1,774 2,032
Amortization of goodwill ................... 6,626 6,626 6,626 6,628 — — — —_
Stock-based compensation
EXPENSE. ...vrvrverririieenrcaeieeersscnenraes 396 1,037 633 768 650 787 841 751
Asset impairment charges............... — 2,794 1,736 46 — — — 138
Restructuring charges, contract
termination and litigation
related expenses ........ooeeincnnns 2,581 (1.326) 316 126 172 412
Total operating expenses............ 20.079 16.600 17.312 15,086 8,815 10,033 9.243 9.279
Income (loss) from operations....  (17,190) (13,132) (12,351) 9,451) (1,867) (1,947) (161) 620
Other income (expense), net............cc..c.. {791) 200 82 (92) 18 26 23 (67)
Net income (108S) .....ovierirrreennienirs $(17,981) 12,932 12,2 $(9543) $ (1,849 § (1921) § _(I138) § 553
Net income (loss) per share
basic.... . 3_(038) § (027) § (026) 3 (0200 $§ (0.04) S5 (004) §_(000) $ 001
diluted oo §_(038) § @21 § (026 S (0200 § (004 § (004) § (0000 s 001
Weighted average number of common
shares outstanding
BASIC ...t 46,962 47,087 47,201 47,858 48,424 50,304 51,432 51,801
diluted 46,962 47,087 47,20 47,858 48,424 50,304 432 53,938

|
|

As a result of our limited operating history and the rapidly changing nature of the markets in which we
compete, our operating results have varied significantly from period to period in the past and are likely to continue
to vary significantly in future periods. For example, we expect our results will fluctuate based on seasonal sales
patterns, particularly around holidays and the spring and summer months. Accordingly, our operating results are
difficult to predict. For these reasons, you should not rely on period-to-period comparisons of our financial results as
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indications of future performance. Our prospects must be considered in light of the risks, costs and difficulties
frequently encountered by growing companies in new and rapidly evolving markets, such as the market for web
conferencing services.

Liguidity and Capital Resources

As of December 31, 2002, cash and cash equivalents were $31.7 million, a decrease of $2.5 million compared
with cash and cash equivalents of $34.2 million held as of December 31, 2001.

Net cash used by operations was $67.9 and $9.7 million for each of the two years ended December 31, 2000
and 2001, respectively. Net cash provided by operations was $7.2 million for the year ended December 31, 2002. Cash
used in operations decreased significantly from 2000 to 2001 due to a decrease in our operating loss and an increase in
non-cash expenditures. The significant decrease in our operating loss was primarily due to our restructuring effort,
which began late in the fourth quarter of 2000 and was announced in January 2001. Cur cost containment initiatives
have continued throughout 2001 and 2002 during which time we have been able to increase revenue and related cash
collections. Cash used in operations decreased from 2001 to 2002 and we generated positive cash flows from
operations in the year ended December 31, 2002. The improvement is due to a significant decrease in our operating
loss, a decrease in prepaid expenses and other assets, partially offset by an increase in accounts receivable, a
decrease in accounts payable and a decrease in deferred revenue.

Net cash used by investing activities was $33.9, $3.7 and $9.6 million for each of the years ended
December 31, 2000, 2001 and 2002, respectively. Net cash used in investing activities in 2000 primarily related to
capital expenditures for equipment and software used in our data operations centers, the purchase of stock in a
company from which we formerly licensed software and a payment associated with a business acquisition, net of cash
acquired. We moved into our corporate headquarters in Louisville, CO in late 1999 and the majority of the
expenditures in 2000 were attributable to the build out of our data operations center. Net cash used by investing
activities in 2001 primarily related to capital expenditures for equipment upgrades and enhancements and decreased
significantly over 2000 as the majority of funds required to build out our infrastructure were expended in 2000. Net
cash used by investing activities in 2002 primarily related to capital expenditures for equipment purchases, as we
purchased additional equipment to increase our capacity in conjunction with increases in revenue. Additionally, we
paid, net of cash received, $3.5 million to acquire substantially all of the assets of InterAct on April 30, 2002.

. Net cash provided by financing activities was $55.9 and $4.4 million for each of the years ended
December 31, 2000 and 2001, respectively. Net cash used by financing activities was $0.1 million for the year ended
December 31, 2002. Cash provided by financing activities in 2000 was primarily from the sale of our Series E
preferred stock and the sale of common stock in our initial public offering, net of payments made under our debt
financing arrangements. Cash provided by financing activities in 2001 was primarily from the exercise of common
stock options and proceeds from our debt financing, net of payments made. Cash used by financing activities in 2002
was primarily due to debt service payments offset by cash proceeds from the exercise of common stock options.

As of December 31, 2002, we had approximately $3.1 million in total debt obligations outstanding, of which
approximately $1.0 million was current.

On October 9, 2001, we entered into a loan and security agreement with a bank that consisted of a $7.25
million revolving line of credit and a $5.0 million term loan. Advances under the revolving line of credit bore
interest at the bank’s prime rate and were limited to $7.25 million or 80% of eligible accounts receivable as defined
in the agreement. We incurred commitment fees of $35,000, which were being amortized over the term of the
agreement. The revolving line of credit was available through February 28, 2003. Advances under the revolving
line of credit could be repaid and re-borrowed at any time prior to the maturity date. On October 12, 2001 we
received $5.0 million pursuant to the term loan referenced above. The term loan was to be repaid with monthly
principal payments of $139,000 plus interest at 8% over 36 months. Effective December 31, 2002, the terms of the
loan and security agreement were amended to renew and increase the revolving line of credit and refinance the term
loan. In connection with refinancing the term loan, the current outstanding balance will be repaid with monthly
principal payments of $81,000 plus interest at 5.25% over 36 months. Advances under the revolving line of credit
are limited to $12.5 million or 90% of eligible accounts receivable as defined in the agreement. The revolving line
of credit is available through January 26, 2004. Advances under the revolving line of credit may be repaid and re-
borrowed at any time prior to the maturity date. At December 31, 2002, we did not have an outstanding balance
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under the revolving line of credit and the additional liquidity available, based on eligible accounts receivable, was
$8.4 million. The loan and security agreement is collateralized by substantially all of our tangible and intangible
assets and is subject to compliance with covenants, including minimum liquidity coverage, minimum quick ratio and
maximum quarterly operating losses adjusted for interest, taxes, depreciation, amortization and other non-cash
charges. We are also prohibited from paying any dividends without the bank’s prior written consent. At
December 31, 2002, the balance due under this agreement is approximately $3.1 million, of which approximately
$1.0 million is current.

We also receive funds from time to time from the exercise of options or similar rights to purchase shares of
our common stock. We have no other material external sources of liquidity.

In the first quarter of 2002 our cash and cash equivalents decreased $1.8 million, in the second quarter of 2002
our cash and cash equivalents decreased $4.4 million, in the third quarter of 2002 our cash and cash equivalents
increased $2.7 million and in the fourth quarter of 2002 our cash and cash equivalents increased $1.0 million. While
overall our cash balance decreased $2.5 million in 2002, we generated positive cash flows from operations for the
fifth consecutive quarter. Additionally, we paid, net of cash received, $3.5 million to acquire InterAct. Looking
ahead we expect our debt service payments to decrease in 2003 over 2002 and we expect our cash basis capital
expenditures to remain relatively flat. We also expect proceeds from the exercise of common stock options; however, it
is not possible to estimate what impact this will have on 2003.

We obtain a significant portion of our liquidity from operating cash flows. Our customer base consists of a
large number of geographically dispersed customers diversified across several industries and none of our customers
constituted greater than 10% of our revenue in 2000 and 2001. In 2002, we recorded sales to Qwest
Communications International, Inc., which represented 14.3% of total revenue. The receivable due from Qwest at
December 31, 2002, all of which was current, was $2.5 million or 25.2% of our total accounts receivable balance.
Our operating cash flows could be adversely affected in the event Qwest experiences financial difficuities that affect
its ability to pay us in a timely fashion. We expect Qwest’s revenue contribution to decrease below 10% of our total
revenue in the first quarter of 2003, primarily as a result of a transition by Qwest from a subscription contract for our
Web Conferencing Pro service to a usage-based contract.

In the third quarter of 2001 the board of directors of Evoke Communications Europe unanimously approved a
plan of liquidation and dissolution and, as a result, Evoke Communications Europe is being liquidated and its
operations have ceased. In connection with the liquidation and dissolution, we received cash of approximately $1.0
million in 2002, At December 31, 2002, the liquidation and dissolution was substantially complete and, as a result, we
expect significantly less cash distributions in 2003.

As of December 31, 2002, our purchase commitments for bandwidth usage and telephony services were
approximately $28.3 million and will be expended over the next three years. Some of these agreements may be
amended to either increase or decrease the minimum commitments during the lives of the contract.

We lease office facilities under various operating leases that expire through 2009. A large number of these
facilities are satellite sales offices that typically average 3,000 square feet. Total future minimum lease payments, under
all operating leases, as of December 31, 2002 are approximately $10.8 million. We are in the process of attempting to
sublease or otherwise minimize our lease commitments with respect to three offices, and to the extent we are successful
in subleasing or otherwise relieving ourselves of the lease obligations, these facility lease commitments, net of any
subleases, will decrease. Through December 31, 2002, we have been successful in terminating four facility leases,
thereby relieving ourselves of any future obligation, and we have been successful in subleasing seven facilities. Future
minimum sublease receivables for the seven subleased facilities, as of December 31, 2002, approximate $1.8 million
that we expect to receive through August 2005.

Our contractual obligations and commitments to make future payments as of December 31, 2002 are as
follows (in thousands):
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Payments Due by Period
Total Less than 1 2-3 vears 4-5 years Over S years
year

Long-term debt $ 3,056 $ 1,030 $ 1,945 $ 81 § —
Operating leases 10,792 2,704 4,626 2,030 1,432
Purchase obligations 28,303 15,601 12,702 — —

Total contractual obligations and commitments $ 2,151 $19.335 $ 19,273 $2.111 $1.,432

We expect that existing cash resources and our credit facility will be sufficient to fund our anticipated working
capital and capital expenditure needs for at least the next twelve months. We expect our cash flows will continue to
improve and will eventually enable us to consistently maintain positive cash flows from operations, and that existing
cash reserves will therefore be sufficient to meet our capital requirements during this period. We base our expenses and
expenditures in part on our expectations of future revenue levels. If our revenue for a particular period is lower than
expected, we may take steps to reduce our operating expenses accordingly. If cash generated from operations is
insufficient to satisfy our liquidity requirements, we may seek to sell additional public or private equity securities or
obtain additional debt financing. Additional financing may not be available at all or, if available, may not be obtainable
on terms favorable to us. If we are unable to obtain additional financing, we may be required to reduce the scope of our
planned technology and product development and sales and marketing efforts, which could harm our business, financial
condition and operating results. Additional financing may also be dilutive to our existing stockholders.

Critical Accounting Policies and Estimates

We prepare our consolidated financial statements in conformity with accounting principles generaliy
accepted in the United States of America. As such, we are required to make certain estimates, judgments and
assumptions that we believe are reasonable based upon the information available. These estimates and assumptions
affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the periods presented. Actual results could differ from those estimates. Significant
estimates are used in these financial statements to determine the allowance for doubtful accounts, useful lives of
depreciable and intangible assets, the valuation allowance for deferred tax assets and restructuring charges and
reserves.

The significant accounting policies which we believe are the most critical to aid in fully understanding and
evaluating our reported financial results include the following:

Revenue Recognition

Revenue for our Web and Phone Conferencing service is generally based upon the actual time that each
participant is on the phone or logged onto the web. For example, a customer is charged a per-minute, per-user fee for
each participant listening and viewing a live or recorded simulcast. In addition, we charge customers a one-time fee to
upload visuals for a phone conference or a recorded simulcast. We recognize usage revenue from our Web and Phone
Conferencing services as soon as a call or simulcast of a call is completed. We recognize revenue associated with any
initial set-up fees ratably over the term of the contract.

Revenue for our Web Conferencing Pro service is derived from a concurrent user and usage fee in addition to
event fees or, in more limited cases, a software license fee. Revenue from concurrent user fees is recognized monthly
regardless of usage, while usage fees are based upon either monthly connections or minutes used. Event fees are
generally hourly charges that are recognized as the events take place. We recognize revenue associated with any initial
set-up fees ratably over the term of the contract. Revenue from software license agreements is recognized upon
shipment of the software when all the following criteria have been met: persuasive evidence of an arrangement exists;
delivery has occurred; the fee is fixed or determinable; collectibility is probable; and vendor specific objective evidence
is available for the fair value of all undelivered elements.

Accounts Receivable
We perform ongoing credit evaluations and continuously monitor collections and payments from our

customers. We maintain an allowance for doubtful accounts based upon our historical experience and any specific
customer collection issues that we have identified. While our doubtful accounts have historically been within our
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expectations and the provisions established, we cannot guarantee that we will continue to experience doubtful
accounts at the same rate as we have in the past. Our accounts receivable is currently diverse and is comprised of
numerous customers geographically dispersed across many different industries. In 2002, we recorded sales to Qwest
Communications International, Inc., which represented 14.3% of total revenue. The receivable due from Qwest at
December 31, 2002, all of which was current, was $2.5 million or 25.2% of our total accounts receivable balance. A
significant change in the liquidity or financial position of one of our larger customers could have a material adverse
impact on the collectability of our accounts receivables and future operating results.

Long-Lived Assets and Their Impairment

Effective January 1, 2002, we adopted SFAS 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets”. Under SFAS 144, long-lived assets, other than goodwill, are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of the assets might not be recoverable.
Conditions that would necessitate an impairment assessment include a significant decline in the observable market
value of an asset, a significant change in the extent or manner in which an asset is used, or a significant adverse
change that would indicate that the carrying amount of an asset or group of assets is not recoverable. For long-lived
assets to be held and used, we recognize an impairment loss only if its carrying amount is not recoverable through its
undiscounted cash flows and we measure the impairment loss based on the difference between the carrying amount
and fair value. Long-lived assets held for sale are reported at the lower of cost or fair value less costs to sell. In
2002, we identified and removed from service equipment that was no longer required or had become obsolete. The
asset write-offs were determined under the long-lived assets to be disposed of by sale model described above. We
expect to complete the sale and disposal of the assets in the first half of 2003. In connection with the plan of disposal,
the carrying amount of the assets exceeded the fair value of the assets less costs to sell, and as a result, we recorded an
impairment loss of $186,000 in the fourth quarter of 2002.

Goodwill

Effective January 1, 2002, we adopted the provisions of SFAS 142 which requires that purchased goodwill
and certain indefinite-lived intangibles no longer be amortized, but instead be tested for impairment at least
annually. SFAS 142 requires a two-phase approach for impairment testing of goodwill. The first phase screens for
impairment, while the second phase (if necessary) measures the impairment. We completed our first phase
impairment analysis and did not find indication of impairment of our recorded goodwill; accordingly, the second
testing phase was not necessary in 2002. In assessing the recoverability of goodwill, we must make assumptions
regarding estimated future cash flows and profitability to determine fair value. The valuation techniques that we
consider include a weighted average multiple of revenue, a weighted average multiple of cash flow, our stock
market capitalization and the book value of our assets. Our stock has been and continues to be volatile and
subsequent to December 31, 2002, our market capitalization has decreased significantly. We do not believe market
capitalization alone, particularly given the volatility in our stock price, is a good indicator of impairment. As such,
we will continue to monitor the volatility in our stock price and the resulting market capitalization, as well as all of
our other impairment indicators, and will continue to assess their collective impact on our recorded goodwill. If our
estimates or their related assumptions change in the future, we may be required to record charges for impairment of
goodwill in the future and there can be no assurances that our goodwill will not be impaired in the future.

In 2002, we recorded $6.9 million in goodwill as a result of our acquisition of InterAct Conferencing. At

December 31, 2002, we had approximately $45.6 million in goodwill subject to the impairment testing provisions of
SFAS 142.

Income Tax Valuation Allowances

We have recorded a valuation allowance equal to our deferred tax asset. We have not generated taxable
income and until we do so for a reasonable period of time we expect to continue to provide a valuation allowance for
100% of our deferred tax assets. When we determine that we will be able to utilize some or all of our deferred tax
benefits, we will record an asset that will increase net income in the peried in which such determination is made.
Our deferred tax asset at December 31, 2002 is approximately $48.2 million. At December 31, 2002, we had a net
operating loss carry-forward of approximately $124.6 million, which is available to offset future taxable income
through 2022.
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Restructuring Reserves

At December 31, 2002, our restructuring reserves totaled $1.0 million and solely relate to facility costs. The
restructuring reserve will be relieved by payments we make, net of our sub-tenants’ rent payments to us for all sub-
leased offices. The facility reserve will increase or decrease based on our ability to sublease vacant spaces, which
are under non-cancelable operating leases expiring at various dates through 2005. As of December 31, 2002, the
facility reserve was comprised of three offices. Currently, the minimum lease payments for the three offices total

approximately $61,000 per month. We have fully reserved two of the remaining offices because the offices are
anticipated to remain vacant and the leases expire in the first half of 2003. As a result, barring a default by a
subtenant on an existing sublease only one office can subject us to future restructuring charges. Due to the current
real estate market, it has taken us longer than expected to sub-lease or otherwise terminate our lease obligations in
certain cities. However, we continually monitor and adjust, as warranted, our restructuring reserve associated with
remote sales facilities based on current facts and circumstances. If we are able to sublease or otherwise terminate a
lease obligation on terms more favorable than we currently have projected, we will adjust the reserve accordingly
and increase income in the quarter the adjustment is made. If we are unable to reduce or eliminate our commitment
on the one remaining office that is not fully reserved in a timely fashion, we will make unfavorable adjustments to
the restructuring reserve and record expense in the quarter the adjustments are made.

Recent Accounting Pronouncements

In June 2002, the FASB issued SFAS 146, “Accounting for Exit or Disposal Activities.” SFAS 146
addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies EITF
Issue 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring).” SFAS 146 requires that a liability for a cost associated with
an exit or disposal activity be recognized when the liability is incurred instead of the date of an entity’s commitment
to an exit plan. This Statement also establishes that fair value is the objective for initial measurement of the liability.
Severance pay under Statement 146, in many cases, would be recognized over time rather than upfront for
employees who render future services beyond a minimum retention period. The minimum retention period would be
based on the legal notification period, or if there is no such requirement, 60 days. The provisions of SFAS 146 are
effective for the Company for disposal activities initiated after December 31, 2002. Management does not believe
adoption of this statement will have a material impact on the Company’s financial position, results of operations or
cash flows.

In December 2002, the FASB issued SFAS 148, “Accounting for Stock-Based Compensation—Transition
and Disclosure—an amendment of FASB Statement 123.” SFAS 148 amends FASB 123, “Accounting for Stock-
Based Compensation” to provide alternative methods of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation. In addition, SFAS 148 amends the disclosure
requirements of Statement 123 to require prominent disclosures in both annual and interim financial statements
about the method of accounting for stock-based employee compensation and the effect of the method used on
reported results. The provisions of SFAS 148 are effective for the Company in fiscal 2003 and in fiscal 2002 for
certain disclosures. Management does not believe the adoption of this statement will have a material impact on the
Company’s financial position, results of operations or cash flows as the Company does not plan to change to the fair
value based method of accounting for stock-based employee compensation.
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Additional Risk Factors That May Affect Qur Operating Results and The Market Price Of Our Common Stock

You should carefully consider the risks described below. The risks and uncertainties described below are not
the only ones we face. If any of the following risks actually occur, our business, financial condition or results of
operations could be materially and adversely affected. In that case, the trading price of our common stock could
decline, and you may lose all or part of your investment.

You should not rely on forward-looking statements because they are inherently uncertain.

This document contains certain forward-looking statements that involve risks and uncertainties. We use words
such as “anticipate,” “believe,” “expect,” “future,” “intend,” “plan” and similar expressions to identify forward-looking
statements. These statements are only predictions. Although we believe that the expectations reflected in these
forward-looking statements are reasonable, we cannot guarantee future results, levels of activity, performance or
achievements. You should not place undue reliance on these forward-looking statements, which apply only as of the
date of this document. Our actual results could differ materially from those anticipated in these forward-looking
statements for many reasons, including the risks faced by us and described on the following pages and elsewhere in this

document. We assume no obligation to update the forward-looking statements included in this document.

3 <,

We believe it is important to communicate our expectations to our investors. However, there may be events in
the future that we are not able to predict accurately or over which we have no control. The risk factors listed below, as
well as any cautionary language in this document, provide examples of risks, uncertainties and events that may cause
our actual results to differ materially from the expectations we describe in our forward-looking statements. Before you
invest in our common stock, you should be aware that the occurrence of the events described in these risk factors and
elsewhere in this document could have a material adverse effect on our business, operating results, financial condition
and stock price.

We have a history of losses and we may not sustain profitability.

Our operating costs have exceeded our revenue in each quarter since our inception in April 1997, except for
the quarter ended December 31, 2002. If we do not sustain profitability in the future, we may be unable to continue our
operations. We have incurred cumulative net losses of approximately $171.9 million from our inception through
December 31, 2002 and we may have additional net losses in 2003. Our revenue may not continue to grow and, as a
result, we may not achieve or maintain profitability in the future. In addition, we expect to incur significant sales and
marketing, research and development, and general and administrative expenses in the future. Accordingly, we must
significantly increase our revenue to maintain profitability and to continue our operations.

We have a limited operating history, which makes it difficult to evaluate our business.

We have a limited operating history and you should not rely on our recent results as an indication of our future
performance. We were incorporated in April 1997 and first recorded revenue in January 1998. We only began
commercially offering our Web and Phone Conferencing service in April 1999 and our Web Conferencing Pro service
in June 2000. In January 2001, we restructured our company to focus solely on these services. In connection with this
restructuring, we made significant changes to our services and growth strategies, our sales and marketing plans, and
other operational matters, including a significant reduction in our employee base. As a result, we have a limited
relevant operating history and it may be difficult to evaluate an investment in our company, and we cannot be certain
that our business model and future operating performance will yield the results that we intend. In addition, the rapidly
changing nature of the web conferencing market makes it difficult or impossible for us to predict future results, and you
should not expect our future revenue growth to equal or exceed our recent growth rates. Qur business strategy may be
unsuccessful and we may be unable to address the risks we face in a cost-effective manner, if at all.

We may fail to meet market expectations because of fluctuations in our quarterly operating results, which would cause
our stock price to decline.

As a result of our limited operating history, increased competition, the rapidly changing market for our
services and the other risks described in this section, our quarterly operating results have varied significantly from
period to period in the past and are likely to continue to vary significantly in future periods. For example, our quarterly
net income (loss) ranged between $1.2 million net loss and $0.6 million net income in the four quarters ended
December 31, 2002. Our quarterly revenue ranged between $13.9 million and $15.7 million in the four quarters ended
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December 31, 2002. Many of the factors that may cause fluctuations in our quarterly operating results are beyond our
control, such as increased competition and market demand for our services. As a result of these factors and other risks
described in this section, our quarterly operating results are difficult to predict and may not meet the expectations of
securities analysts or investors. If this occurs, the price of our common stock would decline.

Additionally, we expect our results will fluctuate based on seasonal sales patterns. Our operating results have
shown decreases in our usage-based services around the spring, summer, Thanksgiving, December and New Year
holidays. We expect that our revenue during these seasons will not grow at the same rates as compared to other periods
of the year because of decreased use of our services by business customers.

We depend on single source suppliers for key components of our infrastructure and a limited number of sources for
telephony services, the loss of which could cause significant delays and increased costs in providing services to our
existing and prospective customers.

We purchase key components of our telephony hardware infrastructure from a single supplier. Any extended
reduction, interruption or discontinuation in the supply of these components would cause significant delays and
increased costs in providing services to our existing and prospective customers. These components form the basis of
our audio conferencing infrastructure, upon which the majority of our services rely. In order to continue to expand our
infrastructure capacity, we must purchase additional components from this supplier. Because we do not have any
guaranteed supply arrangements with this supplier, it may unilaterally increase its prices for these components, and as a
result, we could face higher than expected operating costs and impaired operating results. In addition, this supplier
could cease supplying us with these components. We also have a limited number of sources for our telephony services,
which constitute the transport for our audio conferencing infrastructure, upon which the majority of our services rely.
One of these suppliers on which we are substantially dependent for telephony services is WorldCom, which filed for
Chapter 11 bankruptcy protection in July 2002. If this supplier was to terminate or interrupt its services, we would
experience difficulties in obtaining alternative sources on commercially reasonable terms, if at all, or in integrating
alternative sources into our technology platform. In addition, if we were required to obtain these services from
alternative sources, we expect that our cost of sales would substantially increase. We also rely on a single supplier for
the majority of our storage hardware, which store critical operations data and maintain the reliability of our services. If
we are required to find alternative sources for such equipment, we may experience difficulty in integrating them into
our infrastructure and we could be required to expend significant money and resources.

A high percentage of our revenue is atfributable to repeat customers, including Qwest Communications International,
Inc., none of whom are obligated to continue to use our services. The failure of continued use of our services by
existing customers could harm our operating results and cause our stock price to decline.

A high percentage of our revenue is attributable to repeat customer usage of our services. Cur customers are
not obligated to continue to use our services as we provide our services largely on a usage-based model. In addition,
customers have no obligation to renew subscription contracts with us. As a result, our inability to retain existing
customers and sustain or increase their usage of our services could result in lower than expected revenue, and therefore,
harm our ability to sustain profitability on a consistent basis and cause our stock price to decline. In addition, because
many of our customers have no continuing obligations with us, we may face increased downward pricing pressure that
could cause a decrease in our gross margins. Our customers depend on the reliability of our services and we may lose a
customer if we fail to provide reliable services for even a single communication event.

Additionally, we target our services to large companies, including large telecommunications companies, and
as a result, we may experience an increase in customer concentration. In particular, during the year ended
December 31, 2002, we recorded sales to Qwest Communications International, Inc., which represented 14.3% of
total revenue, which subjects us to a number of risks, including a credit risk that we may not be paid a material portion
of outstanding current or future accounts receivables from this customer. The receivable due from Qwest at
December 31, 2002, all of which was current, was approximately $2.5 million or 25.2% of the Company’s total
accounts receivable balance. In addition, our top five customers accounted for 31.4% of our revenue in 2002. If any
of these large customers stop using our services or are unable to pay their debts as they become due, our operating
results will be harmed, our revenue will be negatively impacted, and our ability to sustain profitability on a consistent
basis could be harmed.
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Qur business and operating results may suffer if we fail to establish distribution relationships or if our distribution
partners do not successfully market and sell our services.

For the year ended December 31, 2002, 14% of our revenue was attributable to our indirect customers.
These customers may not be obligated to distribute our services through their sales channels. In addition, these
customers may not be obligated to continue to use our services or renew any subscription agreements with us. Asa
result, we cannot anticipate the amount of revenue we will derive from these relationships in the future. Our inability
to retain these customers and sustain or increase their distribution of our services could result in significant
reductions in our revenue, and therefore, harm our ability to sustain profitability on a consistent basis.

If we fail to establish new distribution relationships in a timely manner or if our distribution partners do not
successfully distribute our services, our ability to achieve widespread adoption for our services will suffer and our
business and operating results will be harmed. Establishing these distribution relationships can take several months
or more. Additionally, it typically takes several months or longer before our distribution arrangements generate
revenue. Our distribution partners are not prohibited from offering and reselling the products and services of our
competitors and may choose to devote greater resources to marketing and supporting the products and services of
our competitors.

The growth of our business substantially depends on our ability to successfully develop and introduce new services and
Jeatures in a timely manner.

Our growth depends on our ability to develop leading-edge web conferencing services and features. For
example, in 2003, we intend to commercially release our next generation web conferencing service and technology. We
may not successfully identify, develop and market this next-generation service and features in a timely and
cost-effective manner. If the services and features we develop fail to achieve widespread market acceptance or fail to
generate significant revenue to offset development costs, our net losses will increase and we may not be able to sustain
profitability on a consistent basis. In addition, our ability to introduce new services and features may depend on us
acquiring technologies or forming relationships with third parties and we may be unable to identify suitable candidates
or come to terms acceptable to us for any such acquisition or relationship. We also may not be able to successfully alter
the design of our systems to quickly integrate new technologies.

In addition, we have experienced development delays and cost overruns in our development efforts in the past
and we may encounter these problems in the future. Delays and cost overruns could affect our ability to respond to
technological changes, evolving industry standards, competitive developments or customer requirements.

Competition in the web conferencing services market is intense and we may be unable to compete successfully,
particularly as a result of recent announcements from large software companies.

The market for web conferencing services is relatively new, rapidly evolving and intensely competitive.
Competition in our market will continue to intensify and may force us to reduce our prices, or cause us to experience
reduced sales and margins, loss of market share and reduced acceptance of our services. Recently, Microsoft
announced its intention to acquire Placeware, a private company offering web conferencing services. In addition, some
large software providers, such as Oracle and IBM, have announced their intention to provide web conferencing services
in addition to their software offerings.

Many of our current and potential competitors have larger and more established customer bases, longer
operating histories, greater name recognitton, broader service offerings, more employees and significantly greater
financial, technical, marketing, public relations and distribution resources than we do. As a result, these competitors
may be able to spread costs across diversified lines of business, and therefore, adopt aggressive strategies, such as
reduced pricing structures and large-scale marketing campaigns, that reduce our ability to compete effectively.
Telecommunication providers, for example, enjoy lower per-minute long distance costs as a result of their ownership of
the underlying telecommunication network. We expect that many more companies will enter this market and invest
significant resources to develop web conferencing services. These current and future competitors may also offer or
develop products or services that perform better than ours.

In addition, acquisitions or strategic partnerships involving our current and potential competitors could harm
us in a number of ways. For example:
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competitors could acquire or partner with companies with which we have distribution relationships
and discontinue our partnership, resulting in the loss of distribution opportunities for our services;

a competitor could be acquired by or enter into a strategic relationship with a party that has greater
resources and experience than we do, such as the Microsoft/Placeware acquisition, thereby increasing
the ability of the competitor to compete with our services; or

a competitor could acquire or partner with one of our key suppliers.
If we fail to offer competitive pricing, we may not be able fo attract and retain customers.

Because the web conferencing market is relatively new and still evolving, the prices for these services are
subject to rapid and frequent changes. In many cases, businesses provide their services at significantly reduced rates,
for free or on a trial basis in order to win customers. Due to competitive factors and the rapidly changing marketplace,
we may be required to significantly reduce our pricing structure, which would negatively affect our revenue, margins
and our ability to sustain profitability on a consistent basis.

Our sales cycle makes it difficult to predict our quarterly operating results.

Our sales cycle varies from several weeks to several months depending on the type and size of customer
approached. Cftentimes, potential customers require approvals from multiple decision makers within their
organizations. In addition, since most of our services are provided on a usage-based pricing model, it generally
takes several weeks or months before our services are ramped for use within an organization. These variables make
it difficult for us to predict if and when our services will be adopted and used by our customers. As a result, our
quarterly operating results are difficult to predict.

Qur business will suffer if our systems fail or become unavailable.

A reduction in the performance, reliability or availability of our systems will harm our ability to provide our
services to our users, as well as harm our reputation. Some of our customers have experienced interruptions in our
services in the past due to service or network outages, periodic system upgrades and internal system failures. Similar
interruptions may occur from time to time in the future. Because our revenue depends largely on the number of users
and the amount of minutes consumed by users, our business will suffer if we experience frequent or extended system
interruptions.

We maintain our primary data facility and hosting servers at our headquarters in Louisville, Colorado, and a
secondary data facility in Denver, Colorado. Cur operations depend on our ability to protect these facilities and our
systems against damage or interruption from fire, power loss, water, telecommunications failure, vandalism, sabotage
and similar unexpected events. In addition, a sudden and significant increase in traffic on our systems or infrastructure
could strain the capacity of the software, hardware and systems that we use. This could lead to slower response times or
system failures. The occurrence of any of the foregoing risks could cause service interruptions and, as a result,
materially harm our reputation, negatively affect our revenue, and our ability to sustain profitability on a consistent
basis.

QOur services are often used to share confidential and sensitive information and, as a result, if our security system is
breached, our business and reputation could suffer.

We must securely receive and transmit confidential information for our customers over public networks and
maintain that information on internal systems. Cur failure to prevent security breaches could damage our reputation,
and expose us to risk of loss or liability. If we fail to provide adequate security measures to protect the confidential
information of our customers, our customers may refrain from using our services or potential customers may not
choose to use our services, and as a result, our operating results would be harmed. Our servers are vulnerable to
computer viruses, physical or electronic break-ins and similar disruptions, which could lead to interruptions, delays or
loss of data. We may be required to expend significant capital and other resources to protect against security breaches
or to alleviate problems caused by any breach. In addition, our internal systems are accessible to a number of our
employees. Although each of these employees is subject to a confidentiality agreement, we may be unable to prevent
the misappropriation of this information.
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If we do not increase the capacity of our infrastructure in excess of customer demand, customers may experience
service problems and choose not to use our services.

The amount of conferencing events we host has increased significantly. We must continually increase our
capacity consistent with our growth in usage. We generally maintain 50% capacity based on average usage. To
accommodate increased customer usage and rapidly expand our operations requires a significant increase in the
capacity of our infrastructure. To increase capacity, we may need to order equipment with substantial development and
manufacturing lead times, which can sometimes be several months or longer. 1f we fail to increase our capacity in a
timely and efficient manner, customers may experience service problems, such as busy signals, improperly routed
conferences, and interruptions in service. Service problems such as these would harm our reputation, cause us to lose
customers and decrease our revenue, and therefore our ability to sustain profitability on a consistent basis. Conversely,
if we overestimate our capacity needs, we will pay for more capacity than we actually use, resulting in increased costs
without a corresponding increase in revenue, which would harm our operating results.

Our failure to manage growth could cause substantial increases in our operating costs and harm our ability 1o sustain
profitability on a consistent basis and, therefore, decrease the value of our stock.

Despite our restructuring in January 2001, which resulted in, among other things, a significant reduction in the
size of our workforce, we have rapidly expanded since inception, and will continue to expand our operations and
infrastructure. This expansion has placed, and will continue to place, a significant strain on our managerial, operational
and financial resources and we may not effectively manage this growth. Rapidly expanding our business would require
us to invest significant amounts of capital in our operations and resources, which would substantially increase our
operating costs. As a result, our failure to manage our growth effectively could cause substantial increases in our
operating costs without corresponding increases in our revenue, thereby harming our ability to sustain profitability on a
consistent basis. Also, our management may have to divert a disproportionate amount of its attention away from our
day-to-day activities and devote a substantial amount of time to managing growth. In order to rapidly expand our
business we may need to raise additional funds. Any future financing we require may not be available on a timely basis,
in sufficient amounts or on terms acceptable to us. If we cannot obtain adequate funds, we may not be able to compete
effectively.

Our joint venture with @viso Limited was not successful and any additional international expansion may not be
successful, which could harm our ability to attract multi-national customers and cause our operating losses to
increase. .

We have attempted to expand into international markets and spent significant financial and managerial
resources to do so. In particular, we formed a joint venture with @viso Limited, a European-based venture capital firm,
to expand our operations to continental Europe and the United Kingdom. Currently, this joint venture is in the process
of being liquidated and will be dissolved. This decision may harm our strategy to expand internationally and attract
multi-national customers. Further, we will not realize the value from the costs associated with starting up this venture.
In addition, we have, and may continue to, expend significant costs, resources and time to execute this dissolution and
liquidation. As a result, our operating results may be harmed and we may not sustain profitability on a consistent basis,
thereby causing our stock price to decline.

If we continue to expand internationally, either alone or with a partner, we would be required to spend
additional financial and managerial resources that may be significant. We have limited experience in international
operations and may not be able to compete effectively in international markets. We face certain risks inherent in
conducting business internationally, such as:

° difficulties in establishing and maintaining distribution channels and partners for our services;
° varying technology standards from country to country;
° uncertain protection of intellectual property rights;
e inconsistent regulations and unexpected changes in regulatory requirements;
° difficulties and costs of staffing and managing international operations;
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linguistic and cultural differences;

fluctuations in currency exchange rates;

difficulties in collecting accounts receivable and longer collection periods;
imposition of currency exchange controls; and

potentially adverse tax consequences.

In addition, our expansion into international markets may require us to develop specific technology that will
allow our current systems to work with international telephony systems. We may not develop this technology in a
timely manner, in a way to prevent service disruptions or at all.

We are not experienced in managing facilities, people and operations in geographically diverse areas, which we now
are required to do as a result of the acquisition of InterAct Conferencing, LLC.

As a result of our acquisition of substantially all of the assets of InterAct Conferencing, we have operations in
multiple facilities in geographically diverse areas. In particular, we have expanded our sales force in connection with
the acquisition and have transitioned the management of the sales force to the former chief executive officer of
InterAct, located in our Georgia facility. We are not experienced in managing facilities, people and operations in
geographically diverse areas. We may not sustain the financial results that InterAct has achieved in the past because of
integration problems, changes that we have made to InterAct’s operations and the potential loss of customers who may
decide not to continue their relationship with us.

We may acquire other businesses, form joint ventures and make investments in other companies that could negatively
affect our operations and financial results and dilute existing stockholders.

The pursuit of additional business relationships through acquisitions, joint ventures, or other investment
prospects may not be successful, and we may not realize the benefits of any acquisition, joint venture, or other
investment.

We have limited experience in acquisition activities and may have to devote substantial time and resources in
order to complete acquisitions. There may also be risks of entering markets in which we have no or limited prior
experience. Further, these potential acquisitions, joint ventures and investments entail risks, uncertainties and potential
disruptions to our business. For example, we may not be able to successfully integrate a company’s operations,
technologies, products and services, information systems and personnel into our business. An acquisition may further
strain our existing financial and managerial controls, and divert management’s attention away from our other business
concerns. There may also be unanticipated costs associated with an acquisition that may harm our operating results and
key personnel may decide not to work for us. These risks could harm our operating results and cause our stock price to
decline.

In addition, if we were to make any acquisitions, we could:

° issue equity securities that would dilute our stockholders;

° expend cash;

° mcur debt;

° assume unknown or contingent liabilities; or

° experience negative effects on our results of operations.
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Our Web and Phone Conférencing service may become subject to traditional telecommunications carrier regulation by
Jederal and state authorities, which would increase the cost of providing our services and may subject us to penalties.

We believe our Web and Phone Conferencing service is not subject to regulation by the Federal
Communications Commission (FCC) or any state public service commission because the services integrate traditional
voice teleconferencing and added value Internet services. The FCC and state public service commissions, however,
may require us to submit to traditional telecommunications carrier regulations for our Web and Phone Conferencing
service under the Communications Act of 1934, as amended, and various state laws or regulations as a provider of
telecommunications services. If the FCC or any state public service commission seeks to enforce any of these laws or
regulations against us, we could be prohibited from providing the voice aspect of our Web and Phone Conferencing
service until we have obtained various federal and state licenses and filed tariffs. We believe we would be able to
obtain those licenses, although in some states, doing so could significantly delay our ability to provide services. We
also would be required to comply with other aspects of federal and state laws and regulations. Subjecting our Web and
Phone Conferencing service to these laws and regulations would increase our operating costs, could require
restructuring of those services to charge separately for the voice and Internet components, and would involve on-going
reporting and other compliance obligations. We also might be subject to fines or forfeitures and civil or criminal
penalties for non-compliance.

Our competitors may be able to create systems with similar functionality to ours and third-parties may obtain
unauthorized use of our intellectual property.

The success of our business is substantially dependent on the proprietary systems that we have developed. To
protect our intellectual property rights, we currently rely on a combination of trademarks, service marks, trade secrets,
copyrights, and confidentiality agreements with our employees and third parties, and protective contractual provisions.
We also own three patents relating to features of our Web Conferencing Pro service. These measures may not be
adequate to safeguard the technology underlying our web conferencing services and other intellectual property.
Unauthorized third-parties may copy or infringe upon aspects of our technology, services or other intellectual property.
Other than the patents that we own, our proprietary systems are not currently protected by any patents and we may not
be successful in our efforts to secure patents for our proprietary systems. Regardless of our efforts to protect our
intellectual property, our competitors and others may be able to develop similar systems and services without infringing
on any of our intellectual property rights. In addition, employees, consultants and others who participate in the
development of our proprietary systems and services may breach their agreements with us regarding our intellectual
property and we may not have any adequate remedies. Furthermore, the validity, enforceability and scope of protection
for intellectual property such as ours in Internet-related industries are uncertain and still evolving. We also may not be
able to effectively protect our intellectual property rights in certain countries. In addition, our trade secrets may become
known through other means not currently foreseen by us. If we resort to legal proceedings to enforce our intellectual
property rights, the proceedings could be burdensome and expensive and the outcome could be uncertain.

We may be subject to claims alleging intellectual property infringement.

We may be subject to claims alleging that we have infringed upon third party intellectual property rights.
Claims of this nature could require us to spend significant amounts of time and money to defend ourselves, regardless
of their merit. If any of these claims were to prevail, we could be forced to pay damages, comply with injunctions,
divert management attention and resources, or halt or delay distribution of our services while we reengineer them or
seck licenses to necessary intellectual property, which might not be available on commercially reasonable terms or at
all. As the number of competitors in our market grows, there is an increased risk that the proprietary systems and
software upon which our services rely may be increasingly subject to third-party infringement claims.

If any of the third party services that we use become unavailable to us, our services would be subject to significant
delays and increased costs.

We rely on third party services, such as Internet access, transport and long distance providers. These
companies may not continue to provide services to us without disruptions, at the current cost, or at all. The costs
associated with a transition to a new service provider would be substantial. We may be required to reengineer our
systems and infrastructure to accommodate a new service provider, which would be both expensive and
time-consuming. In addition, in the past, we have experienced disruptions and delays in our services due to service
disruptions from these providers. Any interruption in the delivery of our services would likely cause a loss of revenue
and a loss of customers.
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Qur business may be harmed if our services do not work with the various havdware and software systems, including
corporate security measures, used by our customers.

We currently provide services to customers with various hardware and software systems, ranging from
legacy to next-generation applications and networking equipment. If our services are unable to support these diverse
platforms, and if we fail to modify our services to support new versions of these applications and equipment, our
services may fail to gain broad market acceptance, which would cause our operating results to suffer. Furthermore,
because of bandwidth constraints on corporate intranets and concerns about security, our customers and potential
customers may block reception of web services like ours within their corporate environments. In order for
customers to use our services, customers and users may need to reconfigure their corporate intranets, security
measures and firewalls. Widespread adoption of our technology and services depends on overcoming these
obstacles.

Our web conferencing services will not generate significant revenue if businesses do not switch from traditional
teleconferencing and communication services to web conferencing.

If businesses do not switch from traditional teleconferencing and communication services, our services will
not generate significant revenue. Businesses that have already invested substantial resources in traditional or other
methods of communication may be reluctant to adopt new web conferencing services. If sufficient demand for our
services does not develop, we will have difficulty selling our services and generating significant increases in revenue.
As a result, we would not sustain profitability on a consistent basis and the price of our common stock would decline.
Growth in revenue from our services will depend in part on an increase in the number of customers using the
web-based features in addition to our traditional conferencing features.

We Disclose non-GAAP Financial Information.

We prepare and release quarterly unaudited and annual audited financial statements prepared in accordance
with generally accepted accounting principles (“GAAP”). We also disclose and discuss certain non-GAAP financial
information in the related earnings release and investor conference call. This non-GAAP financial information
excludes certain non-cash expenses and other charges, consisting primarily of depreciation, the amortization of
intangible assets, stock-based compensation and restructuring costs. We believe the disclosure of non-GAAP financial
information helps investors more meaningfully evaluate the results of our operations. However, we urge investors to
carefully review the GAAP financial information included as part of our Quarterly Reports on Form 10-Q, our Annual
Reports on Form 10-K, and our quarterly earnings releases and compare that GAAP financial information with the non-
GAAP financial results disclosed in our quarterly earnings releases and investor calls.

We are subject to risks associated with governmental regulation and legal uncertainties.

It is likely that a number of laws and regulations may be adopted in the United States and other countries with
respect to the Internet that might affect us. These laws may relate to areas such as:

° changes in telecommunications regulations;

° copyright and other intellectual property rights;

° encryption;

° personal privacy concerns, including the use of “cookies” and individual user information;
° e-commerce liability; and

° email, network and information security.

Changes in telecommunications regulations could substantially increase the costs of communicating on the
Internet. This, in turn, could slow the growth in Internet use and thereby decrease the demand for our services. Several
telecommunications carriers are advocating that the Federal Communications Commission regulate the Internet in the
same manner as other telecommunications services by imposing access fees on Internet service providers. Recent
events suggest that the FCC may begin regulating the Internet in such a way. In addition, we operate our services
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throughout the United States and state regulatory authorities may seek to regulate aspects of our services as
telecommunication activities.

Other countries and political organizations are likely to impose or favor more and different regulations than
those that have been proposed in the United States, thus furthering the complexity of regulation. The adoption of such
laws or regulations, and uncertainties associated with their validity and enforcement, may affect the available
distribution channels for and costs associated with our services, and may affect the growth of the Internet. Such laws or
regulations may therefore harm our business.

We may be subject to assessment of sales and other taxes for the sale of our services, license of technology or provision
of services, for which we have not accounted,

We may have to pay past sales or other taxes that we have not collected from our customers. We do not
currently collect sales or other taxes on the sale of our services. Our business would be harmed if one or more states or
any foreign country were to require us to collect sales or other taxes from current or past sales of services, particularly
because we would be unable to go back to customers to collect sales taxes for past sales and may have to pay such
taxes out of our own funds.

Our stock price is volatile and this volatility may depress our stock price.
The stock market in general, and the stock price of our company in particular, has experienced extreme price

and volume fluctuations. This volatility is often unrelated or disproportionate to operating performance. These broad
market and industry factors may reduce our stock price, regardless of our operating performance.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

At December 31, 2002, we had long-term debt, including current portion, in the aggregate amount of $3.1
million with an interest rate of 5.25% with payments due through January 2006. A change in interest rates would not
affect our obligations related to long-term debt existing as of December 31, 2002, as the interest payments related to
that debt are fixed over the term of the debt. At December 31, 2002, we had a $12.5 million revolving line of credit
with a loan value of $8.4 million based on 90% of the underlying eligible accounts receivable at year-end. Advances
under the revolving line of credit will reflect interest at the bank’s prime rate and therefore any advances under this
revolving line of credit would subject us to interest rate fluctuations. Increases in interest rates could, however, increase
the interest expense associated with future borrowings including any advances on our revolving line of credit. We are
exposed to foreign currency risks through a receivable from our European joint venture which is payable in Euros. We
do not employ any risk mitigation techniques with respect to this advance. Our European joint venture is in the process
of dissolution and liquidation and our foreign currency risk with respect to the loan will be eliminated when these
processes are completed. Although we do not have any investments at December 31, 2002, we may purchase
investments that may decline in value as a result of changes in equity markets and interest rates.

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements and related notes thereto required by this item are listed and set forth herein
beginning on page F-1.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOQUNTING AND

FINANCIAL DISCLOSURE

None.




PART I

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Incorporated by reference to the section of the Company’s 2003 Definitive Proxy Statement anticipated to
be filed with the Securities and Exchange Commission within 120 days of December 31, 2002 entitled
“Proposal 1—Election of Directors” and the section entitled “Management.”

ITEM 11. EXECUTIVE COMPENSATION

Incorporated by reference to the section of the Company’s 2003 Definitive Proxy Statement anticipated to
be filed with the Securities and Exchange Commission within 120 days of December 31, 2002 entitled “Executive
Compensation.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Incorporated by reference to the section of the Company’s 2003 Definitive Proxy Statement anticipated to
be filed with the Securities and Exchange Commission within 120 days of December 31, 2002 entitled “Security
Ownership of Certain Beneficial Owners and Management” and “Stock Option Grants and Exercises.”

ITEM 13, CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Incorporated by reference to the section of the Company’s 2003 Definitive Proxy Statement anticipated to
be filed with the Securities and Exchange Commission within 120 days of December 31, 2002 entitled “Certain
Transactions.”

ITEM 14. CONTROLS AND PROCEDURES

We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in the reports that we file under the Securities Exchange Act of 1934, as amended (“Exchange Act”), is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and
that such information is accumulated and communicated to our management, including our Chief Executive Officer
and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure about our
disclosure controls and procedures, as defined in Rule 13a-14(c) under the Exchange Act. In designing and
evaluating our disclosure controls and procedures, management recognizes that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives, and therefore management necessarily applies its judgment in evaluating the cost-benefit relationship of
possible disclosure controls and procedures.

Within 90 days prior to the date of this report, we carried out an evaluation, under the supervision and with
the participation of our management, including our Chief Executive Officer and our Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls and procedures. Based on the evaluation, our
Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures are
effective.

There have been no significant changes in our internal controls or in other factors that could significantly
affect the internal controls subsequent to the date we completed our evaluation.
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PART IV

ITEM 15. EXHIBITS, CONSOLIDATED FINANCIAL STATEMENT SCHEDULES AND REPORTS ON
FORM 8-K

(a) The following documents are filed as part of this Annual Report on Form 10-K.

1. Consolidated Financial Statements: The consolidated financial statements of Raindance
Communications, Inc. are included as Appendix F of this report. See Index to Consolidated Financial
Statements on page F-1.

2. Financial Statement Schedules: All financial statement schedules have been omitted because they
are not applicable or not required or because the information is included elsewhere in the Consolidated

Financial Statements or the Notes thereto.

3. Exhibits.

Exhibit No. Description

210 Agreement and Plan of Reorganization by and among Registrant, Contigo Software, Inc. and CSI
Acquisition Corporation dated as of March 24, 2000.
220 Amendment to Agreement and Plan of Reorganization by and among Registrant, Contigo Software,
Inc. and CSI Acquisition Corporation dated as of April 7, 2000.
239 Asset Purchase Agreement by and among Registrant, InterAct Conferencing, LLC and Carolyn
Bradfield dated as of April 17, 2002.
3,10 Restated Certificate of Incorporation.
3.2 Amended and Restated Bylaws.
3.30) Certificate of Ownership, as filed May 13, 2001, merging EC Merger, Inc. into Evoke
Communications, Inc. under the name Raindance Communications, Inc.
4.1 Reference is made to Exhibits 3.1 and 3.2.
429 Raindance Communications, Inc. specimen stock certificate representing shares of common stock.
10.19 2000 Equity Incentive Plan.
10.20 2000 Employee Stock Purchase Plan.
10.3% Amended and Restated Stockholders” Agreement, among the Registrant, certain of its stockholders and
certain of its management, dated March 29, 2000.
10.6% Form of Indemnity Agreement entered into between Registrant and each of its directors and executive
officers.
10.12W Lease, dated March 3, 1997, between BMC Properties, LLC and Registrant.
10.130 Lease, dated June 6, 1999, between BLC Properties, LLC and Registrant.
10.16 Personal Services Agreement, dated November 17, 1999, between Registrant and Paul Berberian.
10.16.1% Amendment to Personal Services Agreement, dated June 26, 2002, between the Company and Paul
Berberian.
10.20V* Shareholders Agreement, dated June 9, 2000, between the Registrant and Evoke Communications B.V.
10.249 Amendment to Evoke Communications, B.V. Shareholders Agreement, dated October 1, 2000,
between Registrant and @viso Limited.
10.26 Executive Performance-Based Compensation Arrangement
21.1% Subsidiaries of Registrant.
23.1 Consent of KPMG LLP.
24.1 Powers of attorney (included on signature page).
99.1 Chief Executive Officer and Chief Financial Officer Certificate.
+ Confidential treatment granted with respect to portions of these exhibits.
(1) Incorporated by reference to the Registrant’s Registration Statement on Form S-1 No. 333-30708.
2) Incorporated by reference to the Registrant’s Annual Report on Form 10-K (File No. 000-31045) as filed
on March 29, 2001.

(3) Incorporared by reference to the Registrants’ Quarterly Report on Form 10-Q (File No. 00031045) as filed
on August 14, 2001.
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*)
(%)

Incorporated by reference to the Registrants’ Quarterly Report on Form 10-Q (File No. 00031045) as filed
on May 15, 2002.
Incorporated by reference to the Registrants’ Quarterly Report on Form 10-Q (File No. 00031045) as filed
on August 14, 2002.

{(b) Reports on Form §-K.

No reports on Form 8-K were filed by us during the last quarter of 2002.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 26™ day
of March, 2003.

Raindance Communications, Inc.

By:  /s/ NICHOLAS J. CUCCARO

Nicholas J. Cuccaro
Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes
and appoints Paul A. Berberian and Nicholas J. Cuccaro, or any of them, his attorney-in-fact, each with the power of
substitution, for him in any and all capacities, to sign this Report, and to file the same, with exhibits thereto and
other documents in connection therewith, with the Securities and Exchange Commission, hereby ratifying and
confirming all that each of said attorneys-in-fact, or his substitute or substitutes, may do or cause to be done by
virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ PAUL A. BERBERIAN Chairman of the Board, Chief March 26, 2003
Paul A. Berberian Executive Officer and President

(Principal Executive Officer)

/s/ NICHOLAS J. CUCCARO Chief Financial Officer (Principal March 26, 2003
Nicholas J. Cuccaro Financial and Accounting
Officer)
/s/ PATRICK J. LOMBARDI Director March 26, 2003

Patrick J. Lombardi

/s/ DANIEL E. SOMERS Director March 26, 2003
Daniel E. Somers

/s/ DONALD F. DETAMPEL, JR. Director March 26, 2003
Donald F. Detampel, Jr.

/s/ STEVEN C. HALSTEDT Director March 26, 2003
Steven C. Halstedt
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Form 10-K Certification

I, Paul A. Berberian, certify that:
1. T have reviewed this annual report on Form 10-K of Raindance Communications, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its
consolidated subsidiaries, 1s made known to us by others within those entities, particularly during the period in which this
annual report is being prepared,;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conctusions about the effectiveness of the disclosure controls and procedures based on
our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and [ have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s
ability to record, process, summarize and report financial data and have identified for the registrant’s auditors any material
weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 26, 2003

/s/__Paul A. Berberian
Paul A. Berberian
Chief Executive Officer and President
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Form 18-K Certification
I, Nichotlas J. Cucarro, certify that:
1. I have reviewed this annual report on Form 10-K of Raindance Communications, Inc.;
2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to

state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this annual report is being prepared,;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior
to the filing date of this annual report (the “Evaluation Date™); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
function):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 26, 2003

/s/__Nicholas J. Cuccaro
Nicholas J. Cuccaro
Chief Financial Officer
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders
Raindance Communications, Inc.:

We have audited the accompanying consolidated balance sheets of Raindance Communications, Inc. and
subsidiary as of December 31, 2001 and 2002, and the related consolidated statements of operations, stockholders’
equity (deficit) and comprehensive loss and cash flows for each of the years in the three-year period ended
December 31, 2002. These consolidated financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Raindance Communications, Inc. and subsidiary as of December 31, 2001 and
2002, and the results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2002, in conformity with accounting principles generally accepted in the United States of America.

As described in Note 1(e), these financial statements have been revised to include the transitional disclosures
required by Statement of Financial Accounting Standards 142, Goodwill and Other Intangible Assets, which were
adopted by the Company on January 1, 2002.

KPMG LLP

Boulder, Colorado
February 7, 2003
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RAINDANCE COMMUNICATIONS, INC.

CONSCLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

December 31,

See accompanying notes to consolidated financial statements.

ASSETS 2001 2002
CURRENT ASSETS:
Cash and cash eqUIVALENTS ........coveeii et et et eb et b tas s snat e ns e snaens § 34222 $ 31,699
Accounts receivable, net of allowance for doubtful accounts of $775 and $850 in 2001 and 2002,
TESPECTIVEIY ..ottt ettt ettt e b et ettt bt ettt b s e e 5,517 8,982
Due from affiliate .........ccoooerirneiiicecn 993 50
Prepaid expenses and other current assets 1,708 983
Due from employees ......ccooveeneicviincinnnin 78 12
Total current assets .........oocceevvecvrrieeevnnn 42,518 41,726
Property and equipment, net 27,959 24,493
Goodwill, net.....cccooovvvvioveeeriireenens 38,652 45,587
Due from employees.....c.coviiiciiniiiinicce 163 2
OB BSSELS vt et 960 1,197
TOTAL ASSETS ...ttt ettt e ettt es e sa et eaeias s b eans s ene s seneearensans $ 110252 § 113.005
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
ACCOUNES PAYADLIE ...ttt ettt ettt e h e et bttt bt $§ 5428 % 5,193
Current portion of long term debl..........ccoiiieiiiiiiei e s 1,893 1,030
Accrued expenses 908 629
ACCIUEA COMPENSAION L...oreuieeries et er ettt e e bbbt e et eb e st e st s b eat e s et ngeatereeensbente s bensanrene 1,025 2,322
RESITUCIUTING TESEIVE. ....cviueeiiiuiierieriiesrere it sbete e rere bt e sr et caesrebecrberenesbetesbeneanesensorerensenaraesenneennten 662 507
Deferred revenue 1.035 423
Total current liabilities 10,951 10,104
Long term debt, less current portion 3,064 2,026
Restructuring reserve, less current portion 914 518
Deferred revenue, less current portion 516 —
L1117 RO AR 39 34
TOTAL LIABILITIES ..ottt ettt ettt ettt eset et essaet e rames s ebeeasenmases s raseenenaanenres 15.484 12,682
STOCKHOLDERS’ EQUITY:
Common stock, par value $.0015, 130,000,000 shares authorized; issued and
outstanding 48,130,324 and 51,895,813 shares in 2001 and 2002, respectively........oocccnrvcncn 72 78
Additional paid-in CAPILAL........cccoiiiiie ettt e e ettt he s 267,064 276,211
Deferred stock-based COMPENSAION .. ... ..viiciirriri it aecencerercer e siensasresesseeersrssecscsanresesaesasesnesasssaeee (3,823) (4,067)
Accumulated deficit _(168.545) (171.899)
Total StoCKhOIAErS’ EQUILY...c..oiviiirieiiiiriei ittt ettt ettt s e ebe e et e n e b saeenenes 94,768 100,323
Commitments and contingencies
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY ...oocoriiiieriiniit i e ennes $§ 110252 § 113,005




RAINDANCE COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Years ended December 31,

2000 2001 2002

REVEIMUR. .ottt ettt $ 18,022 § 39410 $ 60,651
Cost of revenue (exclusive of stock-based compensation expense of $299,

$228 and $197 for the years ended December 31, 2000, 2001 and 2002,

respectively, Shown Below). ......coooiiiiiiiniiiiice e, 16.144 22,457 26,635

GrOSS PIOTIL...oeiieiiicietiie ettt ettt sttt ettt st be s ebenbens 1,878 16,953 34.016
Operating expenses:

Sales and marketing (exclusive of stock-based compensation expense of

$992, $471 and $289 for the years ended December 31, 2000, 2001 and

2002, respectively, Shown below) ......ccvviiiiiiiiiiiiicceees 53,169 20,362 18,508
Research and development (exclusive of stock-based compensation

expense of $792, $631 and $620 for the years ended December 31,

2000, 2001 and 2002, respectively, Shown below)........cccccevvieiniiininiennns 8,011 5,704 7,599
General and administrative (exclusive of stock-based compensation

expense of $6,300, $1,504 and $1,922 for the years ended December 31,

2000, 2001 and 2002, respectively, Shown bEloW).......ocevevvvercrrienrneeecane. 8,441 7,397 7,515
Amortization 0f GOOAWILL ........ccoviviriie et 14,534 26,506 —
Stock-based compensation EXPenSe.........ccvvrerieiienieerieriereieresteciee e enens, 8,383 2,834 3,028
Asset IMPaIrment CRAIZES. ....ccovivireetceiecee et eta e — 4,576 138
Restructuring charges, contract termination and litigation related

EXPIEIISES . ¢+t eveete et anteeareemaeatresaeaeetebeenbeeabe st et et aesre et e ann e e bt ere et aeenntesrennee s 11,133 1,696 584

Total OPErating EXPEIISES ....vevevrirereerverireereriree et rinereseetnebesesteeseresensseresaesen: 103,671 69,075 37.372

LSS frOm OPEIAtIONS ....eeveiieicieriiirieeree e see et esre e erae s sra e s aasannes (101,793) (52,122) (3.356)

Other income (expense):
INEEIESt ITICOMIE Louitviiieciiiie ettt ettt e et etveeteesae e saeaase s 3,692 1,351 474
[HEEIESE EXPEISE .o vvivveeiieriee et eeee ettt sreceee et be bt et etsesrs et aerseesesnresasesens (445) (464) (346)
Equity in loss of unconsolidated joint venture...........coccecvereeiiecce e eeiniennns (181) — —
OhET, TIET 1ottt e e et r e e eeet e e eera e st e s e seresesenenes e (26) (1,488) (126)
Total other INCOME (EXPEISE) «..vovevecverrieeiierireiriertrrererseteesererein s seesnn: 3,040 (601) 2
N LOSS cvvee ettt ettt a sttt sana et sttt an b e (98,753) (52,723) (3,354)
Preferred stock dividends and accretion to preferred stock redemption
VBIUS .ottt ettt e ettt et et et st ne e 1,725 — —

Net loss attributable to common stockholders.......ccoooovceniiiiicnniiciiiins $(00478) $ (52,723) § _(3.354)

Loss per share-—basic and diluted ............ccccoovveevvvivieiviieeieecrereeeceee e, 3 469 $§ (1.12) § 0.07)
Weighted average number of common
shares outstanding—basic and diluted..........c..coveeiiivriviiniicc e 21,443 47,280 50,502

See accompanying notes to consolidated financial statements.
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RAINDANCE COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended December 31,

2000 2001 2002
Cash flows from operating activities:
DN LOSS 1 vttt ettt e et b ettt ek s et $ (98,753) § (52,723) § (3,354)
Adjustments to reconcile net loss to net cash provided (used) by operating activities:
Depreciation and amortiZatiOn..........coceovecreieeeeisieeerrisie ettt ieeeees et eeeees et eseae s terean e, 22,589 35,615 10,362
Loss of unconsolidated JOINT VENTUTE ..........ccorveirinciorieeris e eseseecnere e cenncne e ensaerenen, 181 — —
Write down of note receivable from officer to net realizable value.............ococccireicinnenaes, 593 — —
— 1,782 —
— 1,195 —
— 4,582 722
8,383 2,834 3,028
114 364 150
Changes in operating assets and liabilities, excluding effects of business acquisitions:
Accounts TECEIVADIE ..o e, (3,751) (627) 2,811)
Prepaid expenses and other CUITENE ASSELS ....o.eoceivveveirireeeieeeorrreereeses et eiaesee e senens (2,546) 1,163 523
OhET BSSES ... ettt ettt ettt ettt b ettt e et e s et aes e (6,156) 139 732
Accounts payable and accrued expenses 11,154 (4,733) (1,121
Deferred 1evenue .........ccccovvevivirininecioecrnennns 243 672 (1.055)
Net cash provided (used) by operating activities __(67.949) (9.737) 7.176
Cash flows from investing activities:
Purchase of property and equipment........coccoveviivoriiieciieecenee e e (29,596) (3,944) (6,131)
Proceeds from disposition of €qUIPMENT.........c..cvveiieiniiceiierei et 77 204 11
Proceeds from sales and maturities of investment SECUITHES .........ccoovvceriiiinne v, 648 — —
Purchase of INVeStMENt SECUITLIES .......o.ivviietiiiiit et eae e et me e (2,000) — —
Loan to Contigo SOftware, INC.........cciiiiiiiiei e seses e ceasssansenescsns (300) — —
Cash paid for acquisition of Contigo Software, Inc., net of cash acquired ...........c.......... (2,622) — —
Cash paid for acquisition of InterAct Conferencing, LLC, net of cash acquired............... — — (3,522)
OHBT oo et ee ket et (95) — —
Net cash used by INVESING ACHIVILIES .c.covecierirriciirrei e et cn e e (33.888) (3.740) (9.642)
Cash flows from financing activities:
Net proceeds from issuance of preferred StocK ......c.oocoveriiiiiiieimieiinc e 5,013 —_ —
Net proceeds from issuance of COMIMON StOCK.....c.crivviveiirieiririireecrerrereee e e, 52,399 1,745 1,845
Preferred stock dividend ..........cc.coovvecnivcvncinnnee (150) — —
Proceeds from debt —_ 5,000 —
Payments on debt..........cooooiiiiienniieee (1.348) (2.357) (1.902)
Net cash provided (used) by financing activities ... 55,914 4.388 (57)
Decrease in cash and cash equivalents.............c........ (45,923) (9,089) (2,523)
Cash and cash equivalents at beginning of year 89,234 43311 34,222
Cash and cash equivalents at end 0f YEAT ..o, $ 43311 § 34222 § 31,699
Supplemental cash flow information -
INLErest PAId i CASN ..vcvviveieierei ettt eb e ea s et b bbb s s st st 3 307 $ 263 3 609
Supplemental noncash investing and financing activities:
Loan to officer for purchase of cOMMON StOCK .....ccovviiiirivniiiiiiiicnc e § 1,125 8 — 3 —
Accounts payable incurred for purchases of fixed assets..........ccccoveeiiiiiincinice e b 42 3 120 § 548
Exchange of investment for forgiveness of debt........co.ccoovviiiiiiiiii, 3 — 3 157 3 —
Common stock and stock options issued for acquisition of Contigo Software, Inc. ...... . 3 — 3 —
Common stock issued for acquisition of InterAct Conferencing, LLC.....cc.coovvvvvrieenccininnnn, 3 — 3 — $ 4035

See accompanying notes to consolidated financial statements.
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RAINDANCE COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2002

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(@) Business and Basis of Financial Statement Presentation

Raindance Communications, Inc. (the “Company”), was incorporated under the laws of the State of Delaware
on April 17, 1997. The Company provides integrated web conferencing services for everyday business meetings and
events. The Company’s business-to-business communication services are based on proprietary architecture that
integrates traditional telephony technology with real-time interactive web tools. The Company’s continuum of
interactive services includes Web and Phone Conferencing for reservationless automated audio conferencing with
simple web controls and presentation tools, and Web Conferencing Pro, which allows users to integrate
reservationless automated audio conferencing with advanced web interactive tools such as application sharing, web
touring and online whiteboarding. The Company operates in a single segment.

The accompanying consolidated financial statements include the accounts of Raindance Communications and
its wholly-owned subsidiary. All significant intercompany transactions and balances have been eliminated in
consolidation.

The preparation of the financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those estimates. Significant
estimates are used in these financial statements to determine the allowance for doubtful accounts, useful lives of
depreciable and intangible assets, the valuation allowance for deferred tax assets and restructuring charges and
reserves.

Certain prior year amounts have been reclassified to conform to the current year presentation.
(b) Cash, Cash Equivalents and Investments

Cash and cash equivalents consist of cash held in bank deposit accounts and short-term, highly liquid
investments purchased with maturities of three months or less at the date of purchase. Cash equivalents at
December 31, 2002 consist of money market accounts at four financial institutions.

(¢) Restricted Cash

Included in other assets at December 31, 2002 is $0.6 million in restricted cash. Restricted cash consists of
amounts supporting irrevocable letters of credit issued by the Company’s bank and is primarily used for security
deposits associated with some of the Company’s long term operating feases. Funds are held in certificates of deposit
at the Company’s bank, and have been established in favor of a third party beneficiary. The funds would be released
to the beneficiary in the event that the Company fails to comply with certain specified contractual obligations.
Provided the Company meets these contractual obligations, the letter of credit will be discharged and the Company
would no longer be restricted from the use of the cash.

(d) Property and Equipment

Property and equipment are stated at cost, net of accumulated depreciation and amortization. Depreciation
of equipment is computed using the straight-line method over the estimated useful lives of the assets, which range
from three to seven years. Leasehold improvements are amortized over the shorter of related lease terms or their
estimated useful lives. Upon retirement or sale, the cost of the assets disposed and the related accumulated
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depreciation is removed from the accounts and any resulting gain or loss is included in operations in the period
realized.

(e) Goodwill

The Company first recorded goodwill amortization in 2000 in connection with its acquisition of Contigo
Software, Inc. in June 2000. Goodwill was amortized on a straight-line basis over the estimated useful life of three
years. In July 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards 142 (SFAS 142), “Goodwill and Other Intangible Assets.” SFAS 142 requires that goodwill no longer be
amortized, but instead will be reviewed for impairment on an on-going basis. Accordingly, the amortization of
goodwill ceased upon adoption of the Statement, which was January 1, 2002. In addition, the Company recorded
$6.9 million in goodwill in April 2002 when it acquired InterAct Conferencing LLC. The Company consists of one
reporting unit. The Company’s initial assessment of goodwill performed as of March 31, 2002 indicated that the fair
value of the reporting unit exceeded the goodwill carrying value, and therefore, at that time, goodwill was not
deemed to be impaired. The Company has not noted subsequent indicators of impairment, however, there can be no
assurances that the Company’s goodwill will not be impaired in the future. The reconciliation of reported net loss
attributable to common stockholders and reported loss per share and adjusted net loss attributable to common
stockholders and adjusted loss per share, which represents the effect of adopting SFAS 142, is as follows (in
thousands, except per share amounts):

Years ended December 31

2000 2001 2002
Net loss attributable to common stockholders $ (100,478) $ (52,723) $§ (3,354)
Add back: goodwill amortization 14,534 26,506 --
Adjusted net loss attributable to common stockholders $ {85944) § {26217y § (3.354)
Loss per share — basic and diluted $ 46% § (112 § (007
Add back: goodwill amortization 0.68 0.56 -
Adjusted loss per share — basic and diluted $ (401) § _ (056) §  (0.07)

Goodwill, net of accumulated amortization, as of December 31, 2001 and 2002 was $38.7 and $45.6
million, respectively.

(H Income Taxes

The Company uses the asset and liability method of accounting for income taxes as prescribed by
SFAS 109, Accounting for Income Taxes. Under the asset and liability method, deferred tax assets and liabilities are
recognized for the estimated future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and labilities
are measured using enacted tax rates in effect for the year in which those temporary differences are expected to be
recovered or settled. The resulting deferred tax assets and liabilities are adjusted to reflect changes in tax laws or
rates in the period of enactment.

(g) Fair Value of Financial Instruments and Concentrations of Credit Risk

The carrying amounts of certain of the Company’s financial instruments, including cash and cash
equivalents, accounts receivable and accounts payable and accrued expenses, approximate fair value because of the
short-term nature of these instruments. Because the interest rates on the Company’s note payable obligations reflect
market rates and terms, the fair values of these instruments approximate carrying amounts. Financial instruments
that potentially subject the Company to concentration of credit risk consists of cash and cash equivalents and
accounts receivable. The Company’s cash and cash equivalents are held with financial institutions that the Company
believes to be of high credit standing. The Company’s customer base consists of a large number of geographically
dispersed customers diversified across several industries. In 2000 and 2001, none of the Company’s customers
represented more than 10% of the Company’s revenue or accounts receivable. In 2002, The Company recorded
sales to Qwest Communications International, Inc. that represented 14.3% of total revenue. The receivable due from
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Qwest at December 31, 2002, all of which was current, was $2.5 million or 25.2% of the Company’s total accounts
receivable balance. The Company’s operating cash flows could be adversely affected in the event Qwest
experiences financial difficulties that affect its ability to pay us in a timely fashion.

(h) Revenue Recognition

Revenue for the Company’s Web and Phone Conferencing service is based upon the actual time that each
participant is on the phone or logged onto the web. For example, a customer is charged a per-minute, per-user fee for
each participant listening and viewing a live or recorded simulcast. In addition, the Company charges customers a
one-time fee to upload visuals for a phone conference or a recorded simulcast. The Company recognizes usage revenue
from its Web and Phone Conferencing service as soon as a call or simulcast of a call is completed. The Company
recognizes revenue associated with any initial set-up fees ratably over the term of the contract.

Revenue for the Company’s Web Conferencing Pro service is derived from subscription and usage fees in
addition to event fees or, in more limited cases, a software license fee. Revenue from subscriptions is recognized
monthly regardless of usage, while usage fees are based upon either monthly connections or minutes used. Event fees
are generally hourly charges that are recognized as the events take place. The Company recognizes revenue associated
with any initial set-up fees ratably over the term of the contract. Revenue from software license agreements is
recognized upon shipment of the software when all the following criteria have been met: persuasive evidence of an
arrangement exists; delivery has occurred; the fee is fixed or determinable; collectibility is probable; and vendor
specific objective evidence is available for the fair value of all undelivered elements.

Prices and specific service terms for Webcasting (legacy service) were usually negotiated in advance of
service delivery. The Company recognized revenue from live event streaming when the content was broadcast over the
Internet. The Company recognized revenue from encoding recorded content when the content became available for
viewing over the Internet. The Company recognized revenue from pre-recorded content hosting ratably over the
hosting period.

Prices and specific service terms for Talking Email (legacy service) were negotiated in advance of service
delivery. The Company recognized revenue, including any setup fees, ratably over the life of the contract.

(i) Advertising Costs

The Company expenses advertising costs as they are incurred. Advertising expense was $16.1, $1.2 and
$0.1 million for each of the years ended December 31, 2000, 2001 and 2002, respectively:

G) Long-Lived Assets

Prior to January 1, 2002 the Company utilized SFAS 121, Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed Of, to evaluate the carrying value of long-term assets when events
and circumstances warranted such a review. The carrying value of a long-lived asset was considered impaired when
the anticipated undiscounted cash flows from such asset was separately identifiable and was less than the carrying
value. In that event a loss was recognized based on the amount by which the carrying value exceeded the fair market
value of the long-lived asset. Fair market value was determined by reference to quoted market prices, if available, or
the utilization of certain valuation techniques such as anticipated cash flows discounted at a rate commensurate with
the risk involved. Assets to be disposed of were reported at the lower of the carrying amount or fair vatue, less costs
to sell. In 2000, the Company recorded an asset impairment charge of $0.6 million primarily associated with the
closure of remote sales offices. In 2001, the Company recorded an asset impairment charge of $4.6 million (see
note 14).

Effective January 1, 2002, the Company adopted SFAS 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets”. Under SFAS 144, long-lived assets, other than goodwill, are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the assets might not be
recoverable. Conditions that would necessitate an impairment assessment include a significant decline in the
observable market value of an asset, a significant change in the extent or manner in which an asset is used, or a
significant adverse change that would indicate that the carrying amount of an asset or group of assets is not




recoverable. For long-lived assets to be held and used, the Company recognizes an impairment loss only if its
carrying amount is not recoverable through its undiscounted cash flows and measures the impairment loss based on
the difference between the carrying amount and fair value. Long-lived assets held for sale are reported at the lower
of cost or fair value less costs to sell. In 2002, the Company recorded an asset impairment charge of $0.2 million
(see note 14).

(k) Stock-Based Compensation

The Company accounts for its stock option plan in accordance with the provisions of Accounting Principles
Board (APB) Opinion 25, Accounting for Stock Issued to Employees, and related interpretations. As such,
compensation expense is recorded on the date of grant only if the current market price of the underlying stock
exceeds the exercise price, the intrinsic value method. Under SFAS 123, Accounting for Stock-Based
Compensation, entities are permitted to recognize as expense over the vesting period the fair value of all stock-based
awards on the date of grant. Alternatively, SFAS 123 also allows entities to continue to apply the provisions of APB
Opinion 25 and provide pro forma net income (loss) disclosures for employee stock option grants as if the fair-
value-based method defined in SFAS 123 had been applied. The Company has elected to continue to apply the
provisions of APB Opinion 25 and provide the pro forma disclosures required by SFAS 123. All stock-based awards
to non-employees are accounted for at their fair value in accordance with SFAS 123 and related interpretations.

Stock compensation expense is comprised of the following: (a) the amortization of deferred compensation
resulting from the grant of stock options or shares of restricted stock to employees at exercise or sale prices deemed
to be less than fair value of the common stock at grant date, net of forfeitures related to employees who terminated
service while possessing unvested stock options, as these terminated employees have no further service obligations;
(b) the intrinsic value of modified stock options or restricted stock awards, measured at the modification date, for the
number of awards that, absent the modification, would have expired unexercisable, and (c) deferred stock-based
compensation associated with the acquisition of InterAct Conferencing, LLC.

The following table summarizes relevant information as to reported results under the Company’s intrinsic
value method of accounting for stock awards, with supplemental information as if the fair value recognition provisions
of SFAS 123, Accounting for Stock Based Compensation had been applied for the three years ended December 31,
2002 (in thousands, except per share amounts):

Years ended December 31

2000 2001 2002

Net loss attributable to common stockholders, as reported $ (100,478) $ (52,723) § (3,354)
Add: Stock-based employee compensation expense 8,149 2,579 2,207
Deduct: Total stock-based employee compensation expense

determined under fair value based method for all awards $ (23.739) $ (23.973) § (12.971)
Net loss attributable to common stockholders, as adjusted $(116068) § (74,117) § (14,118)
Loss per share — basic and diluted, as reported § (6% § _ (d.12y§ (007
Loss per share — basic and diluted, as adjusted § (4 § (157§ (0.28)

(1) Software Development Costs and Research and Development

Costs incurred in the engineering and development of the Company’s services are expensed as incurred,
except certain software development costs. Costs associated with the development of software to be marketed
externally are expensed prior to the establishment of technological feasibility as defined in SFAS 86, “Accounting
Jor the Cost of Computer Software to be Sold, Leased, or Otherwise Marketed,” and capitalized thereafter. To date,
the Company’s software development has been completed concurrent with attaining technological feasibility and,
accordingly, all software development costs incurred to which SFAS 86 is applicable, have been charged to
operations as incurred in the accompanying financial statements. The Company capitalizes certain qualifying
computer software costs incurred during the application development stage in accordance with Statement of Position
98-1 “decounting for the Costs of Computer Software Developed or Obtained for Internal Use” (SOP 98-1) issued




by the American Institute of Certified Public Accountants, which was adopted by the Company as of January 1,
1999. These costs are amortized on the straight-line basis over the software’s estimated useful life.

Research and development costs are expensed as incurred.
(m) Foreign Currency Translation

For the Company’s foreign subsidiary where the functional currency is something other than the United
States dollar, the Company translates assets and liabilities at the exchange rate as of the balance sheet date. The
Company translates income statement accounts at average rates for the periods. Translation adjustments are recorded
in comprehensive income (loss). The Company had minimal foreign currency translation gains and losses in 2000
and 2001 and did not have any foreign currency transaction gains and losses in 2002. Gains and losses on
intercompany transactions including amounts due from affiliates where settlement is not anticipated in the
foreseeable future are recorded in other comprehensive income (loss).

(n) Comprehensive Loss

The Company has adopted SFAS 130 “Reporting Comprehensive Income,” which established standards for
reporting and displaying comprehensive income. Comprehensive loss is equal to net loss except for unrealized loss
on investment, realized loss on investment and foreign currency translation adjustments for the years ended
December 31, 2000 and 2001. Comprehensive loss equals net loss for the year ended December 31, 2002.

(o) Loss Per Share

Loss per share is presented in accordance with the provisions of Statement of Financial Accounting
Standards 128, Farnings Per Share (SFAS 128). Under SFAS 128, basic earnings (loss) per share (EPS) excludes
dilution for potential common stock and is computed by dividing income or loss atiributable to common stockholders
by the weighted average number of common shares outstanding for the period. Diluted EPS reflects the potential
dilution that could occur if securities or other contracts to issue common stock were exercised or converted into
common stock. Potential common shares are comprised of shares of comumon stock issuable upon the exercise of stock
options and warrants and are computed using the treasury stock method (see note 8). Basic and diluted EPS are the
same for each of the three years ended December 31, 2002 as all potential common stock instruments are antidilutive.

The following table sets forth the calculation of earnings per share for each of the three years ended
December 31, 2002 (in thousands, except per share amounts):

Years ended December 31

2000 2001 2002
Net loss attributable to common stockholders $ (100478) $ (52,723) § (3,354)
Common shares outstanding:
Historical common shares outstanding at beginning of year 576 46,835 48,130
Weighted average common shares issued during year 20,867 445 2,372
Weighted average common shares at end of year - basic and diluted 21,443 47,280 50,502
Loss per share — basic and diluted $ (469 § _(1.12) §  (0.07)

The following potential common shares have been excluded from the computation of diluted loss per share as
of December 31, 2000, 2001 and 2002 because their effect would have been antidilutive:

As of December 31
2000 2001 2062
Shares issuable under stock OPHONS.......cocvverirerinrcne s 8,161,116 §171.913 8,409,064
Shares issuable pursuant to WarrTants ..........cc...coceeeveerenivesrirmevesseresseseiesiseenns 652,790 652,790 652,790
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(2) JOINT VENTURES AND ACQUISITIONS

In June 2000, the Company entered into an agreement with @viso Limited, a European-based venture
capital firm, to form Evoke Communications, B.V., a Netherlands’ corporation (Evoke Communications Europe).
Pursuant to this agreement, the Company loaned Evoke Communications Europe approximately $4.6 million that
was to be repaid under the terms of a promissory note. In the third quarter of 2001 the board of directors of Evoke
Communications Europe unanimously approved a plan of liquidation and dissolution and, as a result, Evoke
Communications Europe is being liquidated and its operations have ceased. The Company recorded an impairment
charge of $1.8 million in 2001, which represented the excess of the note receivable over the cash and equipment the
Company expected to receive from the liquidation. In the fourth quarter of 2001, the Company received equipment
valued at $1.8 million and anticipated receiving, prior to December 31, 2002, cash of approximately $1.0 million. The
equipment was transferred to the Company at net book value. The Company received cash payments from Evoke
Communications Europe of $1.0 million throughout 2002. In the fourth quarter of 2002, the Company recorded a
reversal of $48,000 based upon revised estimates of the cash to be received upon complete dissolution and liquidation
of Evoke Communications Europe. The receivable is reflected in the balance sheet in current assets as due from
affiliate.

On June 16, 2000, the Company acquired Contigo Software, Inc. (Contigo) for cash of $6.1 million and
4,425,176 shares of common stock in exchange for all the outstanding shares of Contigo capital stock. The
Company also issued 1,574,831 common stock options in exchange for outstanding Contigo stock options. The
purchase price of the acquisition was $83.9 million based on the fair value of the consideration paid plus direct
acquisition costs. The acquisition has been accounted for using the purchase method. Accordingly, the results of
operations of Contigo subsequent to June 16, 2000 have been included in the Company’s statements of operations
for the years ended December 31, 2000, 2001 and 2002. The purchase price allocation is as follows (in millions):

BT 0T o) (S (A YT - O OO PP O PRSUSRP PO $ 28
Assumed deferred stock-based COMPENSATION ........ccovioiiiiiiniiiiiicri et 0.6
GOOAWIL......oi et et cb e e 80.5
Total purchase consideration AllOCATION .......ccoviieiirieririiie et et ettt ettt sttt en e $839

Goodwill was being amortized on a straight-line method over an estimated useful life of three years. In
December 2000, the Company sold Contigo UK Ltd.,, a wholly owned subsidiary of Contigo, to Evoke
Communications Europe for approximately $317,000. The sale price, plus net liabilities of approximately $808,000,
was recorded as a reduction to the previously recorded goodwill.

On April 30, 2002, the Company acquired substantially all of the assets of InterAct Conferencing, LLC
(InterAct), a nationwide reseller of audio and web conferencing services. As a result of the acquisition, the
Company expanded its sales force. In addition, the acquisition positively impacted revenue and reduced net loss for
the year ended December 31, 2002. The Company also assumed certain liabilities of InterAct as of April 30, 2002,
consisting primarily of accounts payable and a $125,000 line of credit. The Company also assumed a facility lease
obligation of approximately $0.7 million associated with a building that is partially owned by the former president
and chief executive officer of InterAct who became an officer of the Company upon the completion of the
acquisition. Effective May 1, 2002, the results of InterAct’s operations are included in the Company’s consolidated
financial statements.

The aggregate purchase consideration paid to InterAct was $7.8 million, which was comprised of $3.8
million in cash and 1,200,982 shares of the Company’s common stock valued at $4.0 million. The Company also
incurred $0.1 million of acquisition related expenses. In addition, 997,599 shares of the Company’s common stock
were deemed to be compensation for future services. Accordingly, the Company recorded $3.4 million in deferred
stock-based compensation, which will be expensed over three years. The value of the common stock issued was
determined based on the average market price of the Company’s common stock over the three-day period before and
after the terms of the acquisition were agreed upon and announced. The acquisition has been accounted for using the
purchase method. The purchase price allocation is as follows (in millions):
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Tangible net assets
Goodwill
Total purchase consideration allocation

The summary table below, prepared on an unaudited pro forma basis, combines the Company’s
consolidated results of operations with Contige and InterAct’s results of operations as if the Contigo acquisition
took place on January 1, 2000 and the InterAct acquisition took place on January 1, 2001 (in thousands, except per
share data).

Years ended December 31,
2000 2001 2002

Revenue...... $ 2-0,~0f)5 $ 4_2-,—410 $ 67,1_61
Net loss (104,755) (51,972) (3,185)
Basic and diluted loss per share (4.39) (1.09) (0.06)

The pro forma results for the year ended December 31, 2000 combine the Company’s results for the year
ended December 31, 2000 with the results of Contigo as if the acquisition had occurred on January 1, 2000 with the
exception of a $5.0 million payment made by Contigo to one of its officers, which is excluded from the pro forma
net loss reflected above. This payment was made by Contigo upon the acquisition and was solely related to the
consummation of the acquisition. The pro forma results for the year ended December 31, 2001 aiso combine the
results of InterAct as if the acquisition had occurred on January 1, 2001.

These pro forma results are not necessarily indicative of the results of operations that would have occurred
if the acquisition of Contigo had been consummated on January 1, 2000 and the acquisition of InterAct’s assets had
occurred on January 1, 2001. In addition, they are not intended to be a projection of future results and do not reflect
any synergies that might be achieved from the combined operations.

3) INVESTMENT SECURITIES

At December 31, 2000 investment securities consisted of an equity investment in a public company. This
investment was classified as “available for sale” in accordance with SFAS 115, “Accounting for Certain Investments
in Debt and Equity Securities.” This investment was carried at fair market value with any unrealized gain or loss
recorded as a separate component of stockholders’ equity. In March 2001, as partial consideration for terminating a
software license agreement, the Company returned its investment in the software company’s common stock, which
resulted in the recognition of a realized loss of $1.2 million in the first quarter of 2001. This loss is reflected in the
2001 Consolidated Statement of Operations in Other income (expense).

(4)  OFFICER LOANS

The Company had an unsecured note receivable dated September 7, 2000 due from its Chief Technology
Officer in the face amount of $50,000. The note was originally due September 7, 2005 and bore interest at 6.22%. This
obligation, including accrued interest, was paid in full during the fourth quarter of 2002.

The Company had an unsecured note receivable dated January 24, 2001 due from its President and Chief
Executive Officer in the face amount of $100,000. The note was originally due January 24, 2003 and bore interest at
8.00%. This obligation, including accrued interest, was paid in full during the fourth quarter of 2002.

Both loans, based on their contractual maturities, were classified as long-term due from employees at
December 31, 2001.
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(5) PROPERTY AND EQUIPMENT

Property and equipment consists of the following (in thousands):

December 31,

2001 2002
Computers and office 8qUIPIMENL........c.ccoviviiiiiririiie it s s e § 32,142 § 35,723
Software purchased or developed for internal USE.........oovovvmieircriinreinnreen s, 6,996 10,152
FUrniture and fIXEUIES .. .....oooiiiiiiicieie ettt et s st ettt ese e et sesnesaeereeanas 2,252 2,241
Leasehold IMPIOVEMENES ......c.eiviviriiieree ettt e sae e e eae e ens 2,059 2,274
ASSEES NEld 01 SALE.....vieieticee e e e 876 71

44325 50,461
Less accumulated depreciation and amortiZation ............ecoceeveviavrenrenreninireseesrneseaseeeeens (16,366) (25,968)

$ 27,959 $ 24,493

In the years ended December 31, 2001 and 2002, the Company capitalized $1,087,055 and $749,276,
respectively, of software application development costs in accordance with SOP 98-1. These costs are being
amortized over 18 months from the time the software is ready for its intended use. Amortization expense of all costs
capitalized pursuant to SOP 98-1 was $272,300, $584,000 and $360,000 for the years ended December 31, 2000,
2001 and 2002, respectively. Depreciation expense was $8.0, $8.5 and $10.0 miilion for the years ended
December 31, 2000, 2001 and 2002, respectively.

(6) DEBT

On January 7, 1999, the Company entered into a loan and security agreement with a total commitment of
$3,000,000 with a bank. In connection with obtaining this commitment, the Company issued warrants to purchase
86,538 shares of Series C Preferred stock to the lender. The exercise price of the warrants is $1.04 per share and the
warrants expire on July 24, 2005. Upon completion of the Company’s initial public offering on July 28, 2000, the
warrants were converted into warrants to purchase 57,692 shares of common stock at $1.56 per share. Draws under
this agreement were to be repaid over 37 months, with interest at the 36 month Treasury note rate, plus 275 basis
points. An additional payment of 9% of the amount financed was payable at the end of the term of the loan. This
additional amount and the fair value of warrants of $75,000 was included in interest expense over the term of the
agreement. During 1999, the Company borrowed, in four separate draws, the entire commitment of $3,000,000. The
interest rate ranged from 7.41% to 8.40%. The loan and security agreement was secured by substantially all business
assets except those that were secured by the debt facility described below. All balances due under this loan and
security agreement were paid by December 31, 2002.

On September 30, 1999, the Company entered into a promissory note and its related master loan and
security agreement dated September 10, 1999, for $1,502,623 with a bank. In connection with obtaining this
commitment, the Company issued warrants to purchase 15,026 shares of Series D Preferred stock to the lender. The
exercise price of the warrants is $3.00 per share and the warrants expire on September 29, 2004. Upon completion of
the Company’s initial public offering on July 28, 2000, the warrants were converted into warrants to purchase
10,017 shares of common stock at $4.50 per share. The draw under this agreement was to be repaid over 42 months,
with interest at 13.33%. The promissory note was secured by the equipment that was financed. The fair value of the
warrants was $105,000 and was included in interest expense over the term of the agreement. In November 2001, the
Company made a payment of $648,590 to retire this obligation before its scheduled maturity date of February 2003.
As a result, the remaining fair value of the warrants, which was $46,667, was expensed in November 2001.

On October 9, 2001, the Company entered into a loan and security agreement with a bank that consisted of
a $7.25 million revolving line of credit and a $5.0 million term loan. Advances under the revolving line of credit
bore interest at the bank’s prime rate and were limited to $7.25 million or 80% of eligible accounts receivable as
defined in the agreement. The Company incurred commitment fees of $35,000, which were being amortized over
the term of the agreement. The revolving line of credit was available through February 28, 2003. Advances under
the revolving line of credit could be repaid and reborrowed at any time prior to the maturity date. On October 12,
2001 the Company received $5.0 million pursuant to the term loan referenced above. The term loan was to be repaid
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with monthly principal payments of $139,000 plus interest at 8% over 36 months. Effective December 31, 2002, the
terms of the loan and security agreement were amended to renew and increase the revolving line of credit and
refinance the term loan. In connection with refinancing the term loan, the current outstanding balance will be repaid
with monthly principal payments of $81,000 plus interest at 5.25% over 36 months. Advances under the revolving
line of credit are limited to $12.5 million or 90% of eligible accounts receivable as defined in the agreement. The
revolving line of credit is available through January 26, 2004. Advances under the revolving line of credit may be
repaid and re-borrowed at any time prior to the maturity date. At December 31, 2002, the Company did not have an
outstanding balance under the revolving line of credit and the additional liquidity available, based on eligible
accounts receivable, was $8.4 million. The loan and security agreement is collateralized by substantially all tangible
and intangible assets of the Company and is subject to compliance with covenants, including minimum liquidity
coverage, minimum quick ratio and maximum quarterly operating losses adjusted for interest, taxes, depreciation,
amortization and other non-cash charges. The Company is also prohibited from paying any dividends without the
bank’s prior written consent. At December 31, 2002, the balance due under this agreement (exclusively related to
the term loan) is $3,055,556, of which $1,030,093 is current.

Long-term debt consists of the following (in thousands):

December 31, December 31
2001 2002

Balance $ 4,957 $ 3,056
Less current portion (1.893) (1.030)
Long-term debt, 1esS CUITENT POTTION. ...eeviririeriiriiirceie ettt $ 3,064 3 2,026

The aggregate maturities for long-term debt for each of the years subsequent to December 31, 2002 are as
follows (in thousands): 2003—§1,030; 2004—8972; 2005—5$972: 2006—$82.

(7) INCOME TAXES

Income tax benefit relating to losses incurred differs from the amounts that would result from applying the
applicable federal statutory rate as follows (in thousands):

Years ended December 31,

2000 2001 2002

Expected tax benefit. ...coocoeeviieeeieeececceeee e $(33,573) $(17,926) $ (1,140)
State income taxes, net of federal impact........ccocoevveevieivv e, (3,632) (1,793) (118)
Change in valuation allowance for deferred tax assets.........c.occeuee. 30,159 10,429 1,301
Stock compensation/exercise stock option benefit............cccoeecennnn. 2,031 981 (141)
Goodwill aMOTtiZAtION ........cvvei it 4,942 9,011 -
OTNET, NEL ..o e et e e e et re e e eaab e eateea e 73 (702) 98

Income tax benefit. .....cocovviiiiiccieive e $ — $ — $ —

Temporary differences that give rise to the components of deferred tax assets are as follows (in thousands):

December 31,
2001 2002

Net operating 1088 CArTYTOrWATAS.......c..oeiviiirieiiie e sttt s e, $46,502 $46,617
Depreciation and aMOTHIZATIOM. .. ..v.veeeveeeersieeceraisiesrerses e ere e creeesessseetaaasessarses e atsessraseseesssssessasseses {2,906) (1,855)
Stock-based COMPENSALION ....oviciiriierietcriecetee ettt ettt 1,449 2,013
ACCIUEA HABITIES . ...eiivii ittt e b e e tbe e e e st reeae e e s aabeestbaseseeaabeessaeanns 1.882 1.453

NEt AEfEITEA TAX SSEE cvvveii it e e s e et e eat e s e st e e e eatraneeseneesestreesssneaen, 46,927 48,228
Valuation A OWAIICE ......cooviiiii it ettt ce e et e e st e et e tb s ens s s s neearteestbasereeeetvesnres (46,927) (48.228)

Net deferred tax asset, less valuation alloOWanCe. .......c.e.cveeeriiiiniiiveiiee et et e, h — 3 —

At December 31, 2002, the Company had net operating loss carryforwards for federal income tax purposes
of approximately $124.6 million, which are available to offset future federal taxable income, if any, through 2022.
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The Company experienced an ownership change in 1999 as defined in Section 382 of the Internal Revenue Code
that limited approximately $21.5 million of net operating loss carryforwards to an annual amount of approximately
$2.9 million. The balance of the net operating loss carryforwards of approximately $103.1 million are not limited by
Section 382 as of December 31, 2002.

Due to the uncertainty regarding the realization of the deferred tax assets relating to the net operating loss
carryforwards and other temporary differences, a valuation allowance has been recorded for the entire amount of the
Company’s deferred tax assets as of December 31, 2001 and 2002, The Company makes periodic reviews of the
realizability of its net deferred tax assets and will make adjustments to the valuation allowance when it is more
likely than not that the net deferred tax assets will be realized.

(8) PREFERRED STOCK, STOCK PLANS AND WARRANTS
(a) Mandatorily Redeemable Convertible and Convertible Preferred Stock

At December 31, 2001 and 2002, the Company did not have any preferred stock outstanding since each
share of preferred stock (Series A, Series B, Series C, Series D and Series E) was converted to common stock on the
closing of the initial public offering in 2000. Prior to that time, the Company had the following series of preferred
stock outstanding that were convertible at any time, at the option of the holder, into common stock as indicated
below:

Preferred
Shares Conversion Common
Qutstanding Rate Shares
SEIIES A 1. oottt ettt et et eb et teare e 5,025,000 0.67 3,350,000
SEIIES B ottt 10,635  128.21 1,363,461
SEIIES € oot ettt ettt 9,953,935 0.67 6,635,956
SIIES D oo bt 33,333,333 0.67 22,222,222
SEIIES oottt et bttt e 686,813 0.67 457,875

Series B, C, D and E shares were mandatorily redeemable. All preferred stock had voting rights on an as
converted basis and liquidation preferences equal to the stated amount of the preferred shares issued.

Series B, Series C and Series D preferred stock were issued in 1997, 1998 and 1999 for $100.00, $1.04 and
$3.00 per share, respectively. All issuances were for cash, except for 487,355 shares of Series C Preferred stock
issued upon conversion of $506,861 of convertible debt and related accrued interest. Based on the beneficial
conversion features of the Series D preferred stock, assuming an initial public offering price of $13.50 per share, the

. Company recorded a deemed dividend related to the beneficial conversion feature and increased net loss attributable
to common stockholders by approximately $100 million in 1999, in accordance with Emerging Issues Task Force
Bulletin 98-5, “Accounting for Convertible Securities with Beneficial Conversion Features or Contingently
Adjustable Conversion Ratios (EITF 98-5).

On March 29, 2000, the Company issued 686,813 shares of Series E preferred stock (457,875 post split
common shares) at $7.28 per share and a warrant to purchase 858,416 shares of Series E preferred stock for an
aggregate purchase price of $5.0 million. The warrant is exercisable upon issuance at the initial public offering price
of the Company’s common stock and expires in March 2003. Upon completion of the Company’s initial public
offering on July 28, 2000, the warrants were converted into warrants to purchase 572,277 shares of common stock at
$8.00 per share. The fair value of the warrant was estimated to be $4.1 million, as determined using the Black-
Scholes option pricing model with the following assumptions: no expected dividends, 75% volatility, risk-free
interest rate of 6.5% and a term of 3 years. The fair value of the warrant was separately recorded as warrants for the
purchase of mandatorily redeemable preferred stock and as a reduction in the Series E preferred stock. In addition,
$350,000 was recorded as prepaid advertising costs related to future services to be provided to the Company by the
preferred stockholder. The preferred stock was accreting to its issuance price over the period from issuance to
redemption in March 2003. Based on the beneficial conversion terms of the preferred stock, assuming an initial
public offering price of $13.50 per share, the Company recorded a deemed dividend related to the beneficial
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conversion feature and increased net loss attributable to common stockholders for the year ended December 31,
2000 by $1,181,000 at the date of issuance in accordance with EITF 98-5.

The beneficial conversion feature of the preferred stock described above was determined by calculating the
difference between the effective conversion price based on the proceeds allocated to the preferred stock and the fair
value of the underlying common stock, As the preferred stock was convertible into common stock at any time, the
beneficial conversion amount was charged to net loss attributable to common stockholders at the date of issuance of
the preferred stock.

(b) Stock Options

In February 2000, the Company adopted the 2000 Equity Incentive Plan that amended and restated the
1997 stock option/stock issuance plan. Pursuant to the plan, the Company’s Board of Directors may issue common
stock and grant incentive and non-statutory stock options to employees, directors and consultants up to 11,666,666
shares of authorized but unissued common stock. On January 1, 2002 the Plan’s evergreen provisions increased the
shares available for issuance to 14,470,740. At December 31, 2002, there were 4,328,749 additional shares
available for grant or issuance under the Plan. Incentive and non-statutory stock options generally have ten-year
terms and vest over four years. Some of the Company’s options entitle option holders to early exercise their options,
in which case shares issued upon exercise are restricted and subject to repurchase at the exercise price if those
employees are terminated prior to the vesting of their shares. The remaining options are only exercisable as the
employee, director or consultant vests in the underlying stock.

The Company has assumed certain stock option plans and the outstanding stock options of Contigo
Software, Inc. (“assumed plans™). Stock options under the assumed plans have been converted into the Company’s
stock options and adjusted to reflect the conversion ratio as specified by the applicable acquisition agreement, but
are otherwise administered in accordance with the terms of the assumed plans. Stock options under the assumed
plans generally vest over three years and expire ten years from date of grant. No additional stock options will be
granted under the assumed plans. At December 31, 2002, 179,797 options were outstanding under the assumed plans
with a weighted average exercise price of $3.21 and a weighted average remaining contractual life of 6.8 years.

The Company utilizes APB Opinion 25 in accounting for its plans. In 2000, a total of 403,008 options and
398,296 common shares were granted with exercise prices and purchase prices less than fair value, resulting in total
compensation of $9,075,000, net of forfeitures, to be recognized over the vesting period. In 2001, a total of 100,000
options were granted with exercise prices less than fair value, resulting in total compensation of $143,120, net of
forfeitures. In 2002, a total of 10,450 common shares were granted at less than fair value, resulting in total
compensation of $41,000. The per share weighted-average fair value of stock options granted during 2000 was $6.64
using the Black-Scholes option pricing model with the following weighted average assumptions: no expected
dividends, expected volatility of 175%, risk-free interest rate of 6.5% and an expected life of 6 years. The per share
weighted-average fair value of stock options granted during 2001 was $1.55 using the Black-Scholes option pricing
mode! with the following weighted average assumptions: no expected dividends, expected volatility of 136%, risk-
free interest rate of 5% and an expected life of 6 years. The per share weighted-average fair value of stock options
granted during 2002 was $2.94 using the Black-Scholes option pricing model with the following weighted average
assumptions: no expected dividends, expected volatility of 106%, risk-free interest rate of 5% and an expected life
of 6 years.
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Stock option activity in the Company’s 2000 Equity Incentive Plan during 2000, 2001 and 2002 was as

follows:
Number of
Shares
Balance at January 1, 2000 ........cocorviiiiiiiiiiecs ettt 1,578,457
Granted at less than fair value ............oooviiiiiiii e 403,008
Granted at FAIT VAIUE ......oooeiiie et e 6,333,350
EXETCISEA .ttt ebe et (385,778)
CANCEIIEA ..ottt et bttt eea et e sar e tasteanareeasare e (1.306.715)
Balance at December 31, 2000, ........ccoiiiiiiiieee e 6,622,322
Granted at less than fair VAIUE ..ot 100,000
Granted at Tair VAIUE ..o e 4,258,555
EXETCISEA 1.ttt st et et et e st e e ae s e s e s ann e s st (307,803)
CanCEllBd .. coviii ittt ettt ettt ane e e (3.079.496)
Balance at December 31, 2001 ..ot 7,593,578
Granted at fair VAIUE ..o s 2,359,086
EXEICISEA ...eviiiiiiiie ittt st eer e st sr et ab e ettt an st eta s e e s e e (482,172)
CanCEIlEd ....o.eeiriieeeie e et et (1,.241.225)
Balance at December 31, 2002, ...ttt et 8,229,267

Restricted shares issued for options exercised which are subject to repurchase totaled 9,773 shares at

December 31, 2002,

The following table summarizes information about stock options outstanding under the Company’s 2000

Equity Incentive Plan at December 31, 2002:

Weighted-average
exercise price

$ 098

4.50
6.95
1.18
7.12
5.66
0.10
1.69
0.83
6.28
3.33
3.53
1.44
4.06
3.39

‘Options outstanding Options Exercisable
Weighted
average
remaining ‘Weighted Weighted
Range of Number contractual average Number of average
exercise prices outstanding life exercise price Options exercise price
$0.10 —0.92 326,306 6.0 $0.37 262,799 $0.25
093 —1.17 1,107,093 8.0 1.06 460,432 1.06
1.18 —1.55 756,658 7.4 1.40 359,196 1.36
1.56 —2.22 618,967 6.5 1.67 530,547 1.63
223 —12.69 1,494,370 8.0 2.60 914,856 2.59
2.70—3.795 2,034,982 9.1 342 358,115 3.45
3.76 — 10.80 1,.890.891 7.3 7.23 1,268,478 7.94
8,229,267 7.9 3.39 4,154,423 3.75

In addition, the Company has sold 579,749 shares of common stock through stock purchase rights under

the Plan at prices ranging from $0.15 to $10.80 per share.

In 2002 the Company modified stock option grants for two departing members of its board of directors.
The Company accelerated the vesting on 97,225 options, which had a weighted average exercise price of $3.19. The
Company also extended the time period permitted to exercise these options and certain options that were fully vested
to one year. 140,000 options were affected by the additional time period permitted to exercise and the weighted
average exercise price of those options was $2.73. The Company recorded compensation charges of $36,000 based

on the intrinsic value of the stock option grants at the date of modification.
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Stock option activity in the assumed plans during 2000, 2001 and 2002 was as follows:

Number of  Weighted-average
Shares exercise price

Options assumed in June 2000 1,574,831 $ 2.61

Exercised (15,475) 2.18

Cancelled {20.562) 2.66
Balance at December 31, 2000, .. .c..oooiiiieiiiiieicer et e 1,538,794 2.62
Exercised (724,528) 2.06
Cancelled (235,931) 4.82
Balance at December 31, 2001 .o ettt e 578,335 2.42
Exercised (341,221) 1.77

Cancelled (87.317) 3.79
Balance at December 31, 2002, ..ot ettt en vt e e e e 179,797 321

The following table summarizes information about stock options outstanding under the Company’s
assumed plans at December 31, 2002:

Options cutstanding Options Exercisable
Weighted
average
remaining Weighted Weighted
Range of Number contractual average Number of average
exercise prices outstanding life exercise price Options exercise price
$0.45 —2.72 59,483 6.1 $1.05 59,483 $1.05
2.72—392 100,563 7.1 392 100,563 3.92
3.92 —6.08 19,751 7.2 6.08 18.981 6.08
179,797 6.8 3.21 179,027 3.20

(c) Employee Stock Purchase Plan

In February 2000, the Board of Directors adopted the 2000 Employee Stock Purchase Plan (“ESPP”). The
ESPP allows participating employees to purchase shares of common stock at a 15% discount from the market value
of the stock as determined on specific dates at six-month intervals. The Board of Directors reserved 400,000 shares
of common stock for issuance under the 2000 ESPP. According to the Plan, commencing in 200{ and continuing
through and including January 1, 2009, the aggregate number of shares of common stock subject to the ESPP will be
increased by 3% of the lesser of the total number of shares of common stock outstanding on such January 1, or the
total number of shares outstanding as of the effective date of the ESPP. The Board of Directors of the Company
may designate a smaller number of shares to be added to the share reserve. As a result, an additional 1,402,037
shares of common stock were reserved in both January 2001 and January 2002, respectively, which represents 3% of
the total number of shares outstanding as of the effective date of the ESPP. As a result, the total common shares
available for issuance pursuant to the ESPP is 3,204,074. During 2001 employees purchased 291,704 shares at an
average price of $1.01 per share. In February and August 2002 employees purchased an aggregate of 745,140 shares
at an average price of $0.765 per share. At December 31, 2002, 2,167,230 shares were reserved for future issuance.
At December 31, 2002 approximately $317,000 in payroll deductions have been withheld from employees for future
purchases under the plan which will be at an approximate average price of $0.765 per share. The ESPP is a qualified
plan under the applicable section of the Internal Revenue Code and accordingly, no compensation expense has been
recognized for purchases under the plan.

(d) Stock Purchase Warrants

In January 1999, in connection with obtaining a $3.0 million loan, the Company issued warrants to
purchase 86,538 shares of Series C preferred stock. The warrants are exercisable at $1.04 per share and expire on
July 24, 2005. Upon completion of the Company’s initial public offering on July 28, 2000, the warrants were
converted into warrants to purchase 57,692 shares of common stock at $1.56 per share. The fair value of the
warrants was $75,000, as determined using the Black-Scholes option pricing model with the following assumptions:
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no expected dividends, 75% volatility, risk-free interest rate of 6% and a term of 10 years. The fair value of the
warrants was included in interest expense over the term of the agreement. In January 2003, one of the warrant
holders notified the Company of its intent to utilize the net exercise feature of this warrant. Accordingly, the warrant
holder utilized 50,769 shares of the warrant and the Company issued 28,176 shares of common stock.

In September 1999, in connection with obtaining a $1.5 million loan, the Company issued warrants to
purchase 15,026 shares of Series D Preferred stock. The warrants are exercisable at $3.00 per share and will expire
on September 29, 2004. Upon completion of the Company’s initial public offering on July 28, 2000, the warrants
were converted into warrants to purchase 10,017 shares of common stock at $4.50 per share. The fair value of the
warrants was $105,000, as determined using the Black-Scholes option pricing model with the following
assumptions: no expected dividends, 75% volatility, risk-free interest rate of 6% and a term of 5 years. The fair
value of the warrants was scheduled to be included in interest expense over the term of the agreement. As indicated
in note 6 this loan was paid in full in November 2001 and accordingly, the remaining interest expense associated
with this warrant was recognized at that time.

In January 2000, the Company issued a warrant to purchase 3,703 shares of common stock. The warrant is
exercisable at $4.50 per share and was scheduled to expire January 15, 2001. The warrant is in exchange for certain
marketing costs and was expensed as sales and marketing costs at the grant date. The warrant was exercisable at the
date of grant and is not contingent on counterparty performance. The fair value of the warrant was $21,250 as
determined using the Black-Scholes option pricing model with the following assumptions: no expected dividends,
75% volatility, risk-free interest rate of 6.5% and a term of one year. This warrant was exercised in April 2000.

In June 2000, the Company issued a watrant to purchase 10,000 shares of common stock. The warrant is
exercisable at $8.00 per share and expires on June 30, 2005. The warrant was in exchange for certain marketing
costs and was expensed as sales and marketing costs at the grant date. The warrant became exercisable on July 24,
2000, and is not contingent on counterparty performance. The fair value of the warrant was $89,000 as determined
using the Black-Scholes option pricing model with the following assumptions: no expected dividends, 75%
volatility, risk-free interest rate of 6.5% and a term of five years.

At December 31, 2000, 2001 and 2002 the Company had total warrants outstanding to purchase 652,790
shares of common stock at a weighted-average exercise price of $7.35 per share.

(9) STOCKHOLDERS’ EQUITY
(a) Initial Public Offering

On July 28, 2000, the Company closed its initial public offering of 7,000,000 shares of common stock at
$£8.00 per share, for net proceeds, after deducting underwriting commissions and expenses, of $50.3 million. At
closing, all of the Company’s issued and outstanding shares of convertible preferred stock were converted into
shares of common stock.

(b) Stock split

On July 13, 2000, the Company completed a two-for-three reverse split of all outstanding shares of
common stock. Additionally, all preferred stock was simultancously adjusted for the split when it was converted to
shares of common stock on July 28, 2000. All shares of common stock and per share information in the
accompanying financial statements have been adjusted to reflect the reverse split.

(c) Note receivable from officer for stock

In connection with an issuance of restricted common stock on May 16, 2000, the Company received a full
recourse note receivable from its then chief financial officer for $1,124,625, due in full on May 15, 2006. On
November 21, 2000, this note was amended from a full recourse note to a note with the underlying shares as the sole
collateral. Accordingly, at that date the Company began adjusting the note to the fair value of the underlying
collateral through compensation charges. In the first quarter of 2001 the chief financial officer resigned and returned
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the restricted stock to the Company and the note receivable was cancelled. Additionally, in the first quarter of 2001
in connection with the chief financial officer’s resignation, the Company granted 250,000 shares of common stock
and a stock option grant for 100,000 shares of common stock and recorded stock-based compensation expense
associated with these grants of $528,000.

(10) COMMITMENTS AND CONTINGENCIES

(a) Operating Leases

The Company leases office facilities under various operating lease agreements that expire through 2009.
Two of the office facilities are leased from entities that are controlled by executive officers or directors of the
Company. Rent expense related to related party leases was $893,684, $972,780 and $1,033,953 for the years ended
December 31, 2000, 2001 and 2002, respectively. Future minimum lease payments are as follows (in thousands):

Portion
attributable
to related

parties
§ 957
964

970

977

873
1,432

$ 6,173

Total rent expense for the years ended December 31, 2000, 2001 and 2002 was $2,771,599, $1,751,013 and
$1,377,057, respectively. As part of the restructuring described in note 12 the Company is in the process of
attempting to sublease or otherwise minimize its net commitment with respect to three leases, which expire at
various dates. Currently, the minimum lease payments for the three offices total approximately $61,000 per month.
As of December 31, 2002 the Company has been successful in subleasing seven facilities. Future minimum sublease
receivables for the seven subleased facilities, as of December 31, 2002, approximate $1.8 million that will be
received through August 2005, Future minimum sublease receivables for each of the years subsequent to December
31, 2002 are as follows (in thousands): 2003—§716; 2004—S$657; 2005—%$388. The future minimum sublease
receivables have been factored into any adjustments the Company has made to the respective restructuring reserve
for the specific office (see note 12).

(b) Purchase Commitments

The Company has commitments for bandwidth usage and telephony services with various service
providers. For the years ended December 31, 2003, 2004, and 2005, the minimum commitments are approximately
$15.6 million, $12.6 million, and $0.1 million, respectively. Some of these agreements may be amended to either
increase or decrease the minimum commitments during the life of the contract.

(c) Employment Contracts

The Company has an employment agreement with one of its executive officers. The agreement continues
until terminated by the executive or the Company, and provides for a termination payment under certain
circumstances. As of December 31, 2002, the Company’s liability would be approximately $337,500 if the officer
was terminated under conditions defined in the agreement.

(d) Litigation

From time to time, the Company has been subject to litigation and claims in the ordinary course of
business. In March 2000, a claim was filed against the Company alleging trademark and service mark infringement.
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In the first quarter of 2001, the Company reached a settlement with respect to this litigation. As part of the
settlement the Company agreed to change its name. Expenses related to this litigation, net of insurance
reimbursement, were accrued as of December 31, 2000 and did not have a material adverse effect on the Company’s
financial position, results of operations or liquidity.

Currently, management is not aware of any legal proceedings or claims that they believe will have,
individually or in the aggregate, a material adverse effect on the Company’s financial position, results of operations
or liquidity.

(11) EMPLOYEE BENEFIT PLAN

The Company adopted, effective January 1, 1998, a defined contribution 401(k) plan that allows eligible
employees to contribute up to 15% of their compensation up to the maximum allowable amount under the Internal

Revenue Code. The Company did not make a discretionary employer matching or profit sharing contribution to the
plan in 2000, 2001 or 2002.

(12)RESTRUCTURING RESERVES

The Company recorded charges totaling $9.5 million in 2000 and $0.8 million in the first quarter of 2001
for restructuring activities. The Company’s restructuring activities included workforce reductions, the sale or
disposition of assets, contract cancellations and the closure of several remote sales offices. In addition, as described
in note 13, the Company incurred contract termination expenses of $1.8 million in the first quarter of 2001. In the
second quarter of 2001 the Company incurred severance charges of $0.1 million and recorded a favorable
restructuring reserve adjustment of $1.4 million primarily due to successfully subleasing several remote offices with
terms more favorable than originally anticipated and also consummating an early termination settlement of a
software contract. In the third quarter of 2001, the Company recorded a net restructuring charge of $0.3 million
which consisted of a $0.5 million charge to close two remote sales offices, additional charges associated with offices
that remained vacant and a $0.2 million favorable restructuring adjustment as a result of successfully terminating
two facility lease commitments on terms more favorable than expected. In the fourth quarter of 2001 and in the first
and second quarters of 2002, the Company recorded a restructuring charge of $0.1, $0.2 and $0.4 million,
respectively, to record additional charges associated with offices that remained vacant while the Company continued
its attempts to sublease these facilities.

Restructuring reserves and activity for 2001 and 2002 are detailed below (in thousands):

Restructuring
Reserve Balance Reserve Reserve Balance
January 1, 2001 Adjustments Payments December 31. 2001
Consulting fees ............ocovvvernerereierennnes $ 155 $ - b (155) $ -
Contract cancellation chargers ................ 819 (546) (273) -
Closure of remote sales facilities.............. 3.390 (579) (1.235) 1,576
TOtAlS v $ 4,364 $  (1,125) $ (1,663 b 1,576
Restructuring
Reserve Balance Reserve Reserve Balance
January 1, 2002 Adjustments Payments December 31, 2002
Closure of remote sales facilities.............. $ 1.576 3 584 § (1,135 3 1,025

At December 31, 2002, the Company’s restructuring reserves totaled $1.0 million, of which $0.5 is current
and solely relates to lease costs, which will be relieved as payments are made. In addition, facility reserves may
increase or decrease based on the ability to sublease vacant spaces, which are under non-cancelable operating leases
expiring at various dates through 2005. Through December 31, 2002, the Company has been successful in sub-
leasing seven facilities and terminating four facility lease commitments. Future minimum sublease receivables for
the seven subleased facilities, as of December 31, 2002, approximate $1.8 million and will be received through
August 2005. As of December 31, 2002, the facility reserve was comprised of three offices. Currently, the minimum
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lease payments for these three offices total approximately $61,000 per month. The Company has fully reserved two
of the remaining offices because the offices are anticipated to remain vacant and the leases expire in the first half of
2003. As a result, barring a default by a subtenant on an existing sublease, only one office can subject the Company
to future adjustments. The actual cost savings the Company anticipated as a result of this restructuring effort have
been realized with the exception of the restructuring costs associated with the closure of remote sales facilities. Due
to the current real estate market, it has taken the Company longer than expected to sublease or otherwise terminate
its lease obligations in certain cities. However, the Company continually monitors and adjusts, as warranted, its
restructuring reserve associated with remote sales facilities based on current facts and circumstances. A failure to
reduce or eliminate the commitment on the one remaining office that is not fully reserved in a timely fashion will
cause the Company to make unfavorable adjustments to the restructuring reserve in subsequent periods.
Additionally, the Company will continue to expend cash on its monthly commitment on this facility, as well as the
two facilities that have been reserved in full.

(13) CONTRACT TERMINATION EXPENSES

On March 30, 2001, the Company agreed to terminate a software license agreement. In connection with the
termination, the Company incurred a charge of approximately $1.8 million in the first quarter of 2001, primarily related
to the unamortized cost of the software license. Part of the consideration given by the Company to terminate the license
agreement was the return of an investment in the software company’s common stock, which resulted in the recognition
of an additional realized loss of $1.2 million on the investment in March 2001. The loss on the sale common stock is
reflected in the 2001 Consolidated Statement of Operations in other income (expense).

(14) ASSET IMPAIRMENT CHARGES

In the second quarter of 2001, the Company performed a strategic review of its fixed assets and adopted a plan
to dispose of excess equipment. This review consisted of identifying areas where there was excess capacity and, as a
result, excess equipment. This review was prompted by the slowdown in general economic conditions that continued
through the second quarter of 2001, The Company completed a significant portion of the sale and disposal of the assets
in 2001 and completed the remainder in the first half of 2002. In connection with the plan of disposal, the Company
determined that the carrying values of some of the underlying assets exceeded their fair values, and, as a result,
recorded an impairment loss of $2.7 million in the second quarter of 2001. The asset write-offs were determined under
the held for disposal model. In addition, the Company wrote off approximately $0.1 million in intangible assets
primarily related to trademarks associated with its previous name.

In the third quarter of 2001 the board of directors of Evoke Communications Europe unanimously approved a
plan of liquidation and dissolution and, as a result, Evoke Communications Europe is being liquidated and its
operations have ceased. In the fourth quarter of 2001, the Company received equipment valued at $1.8 million and
anticipated receiving, prior to December 31, 2002, cash of approximately $1.0 million. The equipment was transferred
to the Company at net book value. The Company recorded an impairment charge of $1.8 million in 2001, which
represented the excess of a note receivable over the cash and equipment it expected to receive.

In the fourth quarter of 2002, the Company recorded a reversal of $48,000 based upon revised estimates of the
cash to be received upon complete dissolution and liquidation of Evoke Communications Europe.

In the fourth quarter of 2002, the Company identified, and removed from service, equipment that was no
longer required or had become obsolete. The asset write-offs were determined under the long-lived assets to be
disposed of by sale model. The Company expects to complete the sale and disposal of the assets in the first half of
2003. In connection with the plan of disposal, the carrying amount of the assets exceeded the fair value of the assets
less cost to sell, and as a result, the Company recorded an impairment loss of $186,000 in the fourth quarter of 2002.
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(15) RELATED PARTY TRANSACTIONS

For the years ended December 31, 2001 and 2002, the Company paid consulting fees and commissions in
the amount of $84,000 and $60,000, respectively to 2Com Communications, LLC, an entity controlled by the
brother-in-law of the Company’s president and chief executive officer.

(16) SIGNIFICANT CUSTOMERS AND SUPPLIERS

In 2000 and 2001, the Company did not have significant concentrations with respect to sales or accounts
receivable. In 2002, Qwest Communications International, Inc. (Qwest) accounted for 14.3% of total revenue. The
receivable due from Qwest at December 31, 2002, all of which was current, was approximately $2.5 million or
25.2% of the Company’s total accounts receivable balance.

The Company purchases key components of its telephony technology platform from a single supplier.
These components form the basis of the Company’s audio conferencing services. The Company has no guaranteed
supply arrangements nor a supply contract with the provider of these components. In 2000, 2001 and 2002, the
Company purchased $5,400,000, $2,600,000 and $3,600,000, respectively, in equipment and services from this
supplier.

(17) VALUATION AND QUALIFYING ACCOUNTS

Valuation and qualifying accounts for each of the three years ended December 31, 2002 is detailed below
(in thousands):

Balance at Balance at
beginning of end of
Description year Additions  Deductions year
Year ended December 31, 2000:
Allowances deducted from asset accounts:
Allowance for doubtful accounts.........c..ccooeerveieiinieceienn, § 35 756 (26) 765
Deferred tax asset valuation allowance ......coooeeevvoveiviniiicneeenenn, 6,339 30,159 — 36,498
Year ended December 31, 2001:
Allowances deducted from asset accounts:
Allowance for doubtful accounts..........c.ocoeeeivieireniinicniienne, 765 1,014 (1,004) 775
Deferred tax asset valuation allowance .......c....cccocoveeervvieevennnesn, 36,498 10,429 — 46,927
Year ended December 31, 2002:
Allowances deducted from asset accounts:
Allowance for doubtful aCCOUNtS........covvicveiiicieecee e 775 464 (389) 850
Deferred tax asset valuation allowance .........ocoeevvveevveiiieeniinns 46,927 1,301 — 48,228

(18) SUBSEQUENT EVENT

In February 2003, the Company’s Board of Directors approved an Executive Performance-Based
Compensation Arrangement, pursuant to which the Company granted 750,000 shares of restricted stock to certain
executives and key employees. The restricted stock grants vest over six years and include accelerated vesting if
certain financial or product-based performance milestones are achieved. The stock-based compensation charge
associated with these grants will be $1.2 million and will be recorded as an expense over six years or upon
anticipated attainment of the financial or product-based performance milestones. In addition, pursuant to this
arrangement, $4.7 million of cash compensation was approved and will become payable upon the achievement of
such financial or product-based milestones.
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Exhibit 10.26
EXECUTIVE PERFORMANCE-BASED COMPENSATION ARRANGEMENT
PURPOSE. The purpose of the Raindance Communications, Inc. Executive Performance-Based Compensation Arrangement

(the “Arrangement™) is to provide certain Executives of the Company with incentive compensation based upon the level of
achievement of financial, business and other performance criteria.

ADMINISTRATION. The Compensation Committee of the Board shall be the Committee under the Arrangement. The
Committee shall have full power and authority to construe, interpret and administer the Arrangement. All decisions of the
Committee shall be final, conclusive and binding upon all parties, including the Company, its stockholders and participants.

PERFORMANCE MEASURES. The Committee shall designate and approve the applicable performance measures
pertaining to each Executive participant. Such performance measures can be any measurable criteria tied to the Company's
success that the Committee may determine, including, but not limited to, gross revenue, net income, stock price, product
development and release, sale of the Company, individual performance, earnings per share, return on assets, return on equity,
and other Company and business unit financial objectives. All performance measures pertaining to a participant shall be of
such a nature that an objective third party having knowledge of all the relevant facts could determine whether performance
results with respect to such performance measures have been achieved. The Committee may adjust or amend any such
performance measures as it deems appropriate from time to time.

BENEFITS. The Committee may select appropriate Executives and key employees of the Company for participation in this
Arrangement, each of whom may be entitled to benefits as determined by the Committee; provided, however, that the amount
available under this Arrangement to be allocated among such Executives and key employees shall not exceed in the aggregate
$4.7 million in cash compensation and 750,000 shares of restricted stock. If prior to the achievement of any performance
measures pertaining to a participant as designated by the Committee, such participant’s employment relationship with the
Company is terminated, the participant will not be entitled to receive any benefits under this Arrangement.

NG IMPLIED EMPLOYMENT RIGHTS. The selection of an individual for participation in the Arrangement shall not give
such participant any right to be retained in the employ of the Company or any of its affiliates, and the right of the Company
and any such affiliate to dismiss such participant or to terminate any arrangement pursuant to which any such participant
provides services to the Company, with or without cause, is specifically reserved, subject to any separate employment
contract that a participant may have with the Company or one of its affiliates. There is no obligation for uniformity of
treatment of participants under the Arrangement.

TERM; AMENDMENT. The Arrangement shall be effective as of February 19, 2003 and shall terminate as to each
participant automatically upon the receipt by a participant of the maximum benefits to which a participant is entitled under
this Arrangement, unless sooner amended or terminated by the Board. The Board reserves the right to amend or discontinue
this Arrangement or the benefits provided hereunder at any time; provided, however, that no such amendment or termination
shall affect the right of any participant to any unpaid benefit that has accrued and become payable due to the achievement,
prior to such amendment or termination of the Arrangement, of the performance measures pertaining to such participant as
designated by the Committee.




EXHIBIT 23.1

Consent of Independent Auditors

The Board of Directors
Raindance Communications, Inc.:

We consent to incorporation by reference in the registration statements on Forms S-8 (Nos. 333-44348 and 333-82266) and
Form S-3 (No. 333-88734) of Raindance Communications, Inc. of our report dated February 7, 2003, relating to the
consolidated balance sheets of Raindance Communications, Inc. and subsidiary as of December 31, 2001 and 2002, and the
related consolidated statements of operations, stockholders’ equity (deficit) and comprehensive loss, and cash flows for each
of the years in the three-year period ended December 31, 2002, which report appears in the December 31, 2002 Annual
Report on Form 10-K of Raindance Communications, Inc.

KPMG LLP

Boulder, Colorado
March 26, 2003




EXHIBIT 99.1

CERTIFICATION

Pursuant to Section 906 of the Public Company Accounting Reform and Investor Protection Act of 2002
(18 U.S.C. § 1350, as adopted), Paul A. Berberian, the Chief Executive Officer of Raindance Communications, Inc.
(the “Company”), and Nicholas J. Cuccaro, the Chief Financial Officer of the Company, each hereby certifies that,
to the best of his knowledge:
1. The Company’s Annual Report on Form 10-K for the year ended December 31, 2002, to which this
Certification is attached as Exhibit 99.1 (the “Periodic Report™), fully complies with the requirements of Section
13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended; and

2. The information contained in the Periodic Report fairly presents, in all material respects, the financial condition

of the Company at the end of the period covered by the Periodic Report and results of operations of the Company for

the periods covered by the Periodic Report.

A signed original of this written statement required by Section 906 has been provided to the Company and

will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.

Dated: March 26, 2003

/s/ Paul A. Berberian /s/ Nicholas J. Cuccaro
Paul A. Berberian Nicholas J. Cuccaro
Chief Executive Officer Chief Financial Officer
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